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The President’s Page 


TO most of us in FGAA, the years of our Association overlap into 
a continuous theme of professional growth. As FGAA enters its 
second decade, the years are indistinguishable, one shading into 
the other, and the basic objectives seem to be constantly in the 
forefront. Thus the immediate aims and the long-range plans blend 
—an outlook which may be difficult to retain as the years go by. 
Yet it is desirable that this outlook should always prevail so that 
the years will have the continuity of the individual links in a 
chain as we forge ahead. 

To do so, it is important that we establish goals in the form of 
periodic mileposts. The achievement of these goals will help us 
to consolidate our gains and to keep pace with modern develop- 
ments. It will also help us to provide leadership for the improve- 
ment of financial management, in consonance with our stated 
purposes and objectives. 

The theme for 1960-1961 is consistent with the aims of our 
Association and desirably bridges over from the 1959-1960 year: 

1. Greater emphasis on chapter participation—by contributions 
from the chapters to the Association activities, more interchange 
among chapters, and a closer relationship of national activities to 
chapter programs. 

2. More stress on education to appeal to and to benefit the 
individual members with their diversified interests, and to strength- 
en the base on which our members move forward in contributing 
to their respective endeavors in their agencies. 

3. Increased attention to research in financial management— 
old and new problems, modern technical developments, current 
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practices—to help establish the environmental means for improve- 
ments and to disseminate information to our members. 

Emphasis on this theme will also help us to strengthen our 
objectives by encompassing the several areas or “disciplines” of 
financial management provided in our bylaws but which somehow 
in the federal government seem to be more separable than in other 
areas. For example, we need to encourage internal auditors to 
participate actively in FGAA and to recognize that their broad 
objectives extend beyond accounting in their review of an agency’s 
direct operations and contractor activities. Nor should we under- 
emphasize the roles of operating financial management personnel 
in the government, whether their labels be operating accountants, 
budget’ executives, or systems experts in data processing. 

To carry out these goals effectively, additional attention should 
be given to publications, particularly THE FEDERAL ACCOUNTANT. 
The chapters have expressed their interest in this area, and by the 
time this message is printed a survey will be under way to deter- 
mine the desires of the membership on the content of THE FEDERAL 
AccounTANT. To help finance an expansion in this activity, a 
special committee on business affairs will be established to explore 
such matters as the potentials in revenue resources and greater 
circulation. In this connection, I think every member of FGAA is 
indebted to Cornell University for the part it has played in making 
THE FEDERAL ACCOUNTANT a professional publication of which we 
are proud. 

A great deal of work has been done in establishing good relation- 
ships with other professional organizations. This development will 
be continued with particular attention to consideration of joint 
activities in research and education, by means such as co-ordination 
of efforts and exchanges of ideas and published results of research. 
In addition, through professional organizations and directly, we 
should have closer ties with the universities and colleges in our 
respective geographical areas. The potential contributions of 
educational institutions—in helping to carry out our educational 
and research purposes, in their role of supplying graduates to aug: 
ment our technical and physical capabilities, and in related fields 
—are not to be overlooked. Also, this is a two-way street. FGAA 
can contribute effectively to the improvement of government finan- 
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THE PRESIDENT’S PAGE 5 


cial administration by noting for the educational world the myriad 
of problems to which attention should be given in courses in public 
administration, accounting, and finance and in university research 
projects. 

We know that your elected officials, executive secretary-treasurer, 
executive committee, and national committee chairmen can depend 
on your co-operation in achieving the objectives for this year. 


RAYMOND EINHORN 
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Murray L. Weidenbaum 


The Expenditure of Federal Funds 


Spending by the federal government is a rather lengthy and com- 
plicated process consisting of a number of significant steps. The initial 
action is the request for new funds in the form of the President’s annual 
budget. After review and possible modification, Congress enacts legisla- 
tion authorizing federal agencies to enter into contracts and make 
expenditures. Once such authority ts granted, contracts are let, goods 
and services are acquired, and payment is made for the obligations 
incurred. Control over the spending process, both in amount and 
direction, lies basically with Congress. Once appropriation bills have 
been enacted, however, control over expenditures shifts to the executive 
branch of the government. The Bureau of the Budget determines the 
tate of expenditure by apportioning to the various agencies each quar- 
ter the funds appropriated to them. Allotments on a quarterly or 
monthly basis are then made by agency heads to administrative units, 
and these allotments may serve as a control or limit on the use of 
obligational authority in terms of objects to be purchased, activities, 
or organizational units. 

Mr. Weidenbaum, economist for Boeing Airplane Company, was 
formerly with the Bureau of the Budget. 


THE expenditure of funds by the federal government is a process 
which has many important implications for the development and 
execution of governmental policy. The government spending 
process, however, is lengthy, intricate, and not often well under- 
stood. An attempt is made here to present and analyze the salient 
features of that process. 








THE FEDERAL ACCOUNTANT 
BASIC AUTHORIZING LEGISLATION 


The first step in the government spending process is the enact- 
ment of basic legislation authorizing a given agency, program, or 
activity. Some statutes, such as the permanent authorization for 
the Federal Bureau of Investigation or the annual authorization 
for the Mutual Security Program, must be on the books before an 
appropriation can be enacted to provide funds for the agency or 
program involved. Basic authorizing legislation of this nature does 
not ordinarily contain financial authorization enabling an agency 
to obligate government funds or to make expenditures. The request 
for funds is usually the next step in the spending process. 

There are a number of exceptions. Some basic authorizing stat- 
utes do simultaneously grant federal agencies financial authority 
of various types. The Federal-Aid Highway Act, for example, both 
authorizes the program of aid to the states and enables the Bureau 
of Public Roads to commit the federal government to make specific 
grants for highway construction.2 The annual appropriation 
request is merely to “liquidate” the obligations previously incurred. 
Many government corporations and other business-type enterprises, 
particularly those operating lending programs, are authorized by 
basic legislation to spend the receipts from their operations without 
securing annual appropriations from the Congress.* On the other 
hand, the conduct of the military establishment has been sanc- 
tioned by the Constitution and no general authorizing legislation 
is necessary; only appropriations enacted by the Congress are 
needed to enable it to spend government money. 

*This is the result of congressional procedure rather than statutory requirement. 
The House rule provides that “no appropriation shall be reported in any general 
appropriation bill, or be in order as an amendment thereto, for any expenditure 
not previously authorized by law”; the Senate rule is generally similar (Constitution, 
Jefferson’s Manual, and Rules of the House of Representatives [House Doc. No. 766, 
80th Cong., 2nd Sess.; Washington: GPO, 1949], Rule 21, Clause 2; Senate Manual 
Containing the Standing Rules, Orders, Laws and Resolutions Affecting the Business 
of the United States Senate [Senate Doc. No. 11, 81st Cong., lst Sess.; Washington: 
GPO, 1949], Rule XVI, Clause 2). 

*Public Law 627, 84th Cong. 


*Budget of the United States Government for the Fiscal Year Ending June 30, 
1960 (Washington: GPO, 1959), referred to subsequently as 1960 Budget, p. 2. 











Ir 


the 

begi 
and 
of tl 
com 
reco 
sary 
Con 


of tk 
to tk 
bud; 
nati 


peri 
men 
The 
agen 
men 
whic 
cont 
mak 


requ 


auth 
“Bu 


but it 
Ratch 
Finan 

*19 
do no 
this f 





EXPENDITURE OF FEDERAL FUNDS 9 
REQUESTS FOR NEW FUNDS 


In January of each year the President transmits to the Congress 
the budget for the coming fiscal year, the twelve-month period 
beginning the following July 1. In addition to much supporting 
and historical data, the budget contains the President’s estimates 
of the federal government’s needs for new appropriations in the 
coming fiscal year.* In the case of proposed programs the President 
recommends both the needed legislative authority and the neces- 
sary “supplemental” appropriations which would be sent up to the 
Congress after the consideration of the regular appropriation bills. 

From time to time exigencies arise not forseen in the preparation 
of the budget which require the President to make further requests 
to the Congress. The enactment of legislation not included in the 
budget or unanticipated United States commitments in inter- 
national conflicts have resulted in such supplemental requests. 


CONGRESSIONAL ENACTMENT 


Within the following six months, and sometimes over a longer 
period, the Congress reviews and modifies the President’s recom- 
mendations and enacts the appropriation bills for the coming year.® 
The total of financial authorizations made available to the federal 
agencies for a given year is composed of a number of types of enact- 
ments. The most prevalent type is the ordinary appropriation, 
which empowers federal agencies (1) to place orders, enter into 
contracts, or otherwise commit or “obligate” the government to 
make expenditures in the future and (2) to make the expenditures 
required by such obligations. 

In the fiscal year 1958, 80 per cent of the total amount of financial 
authorizations were of this type.* Another type of financial grant 

‘Budget and Acounting Act of 1921 (31 U.S.C. 11-16); Budget and Accounting 
Procedures Act of 1950 (Public Law 784, 81st Cong). 

‘The Constitution provides that “‘no money shall be drawn from the Treasury, 
but in consequence of appropriations made by law” (Sec. 9 (7) of Art. I). Cf. B. U. 


Ratchford, “Some Constitutional Aspects of Federal Expenditures,” Journal of 
Finance, 10 (1955), 460. 
1960 Budget, p. 13. A number of appropriations are “permanent”; that is, they 


do not require annual enactment by the Congress. Most trust funds operate under 
this form of obligational authority. 
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is the contract authorization. This empowers the agencies only to 
incur obligations. In these cases, the agency has to make a later 
request for an appropriation to pay for or “liquidate” the obli- 
gation. Such appropriations are pro forma and are usually only 
given perfunctory review by the Congress. 

Authorizations to expend from debt receipts are usually used to 
finance lending and other government enterprises where proceeds 
from operations may repay the initial advances from the Treasury. 
These authorizations to make expenditures from borrowed money 
may take the following forms: (a) authorization for the Treasury 
to make public debt receipts available to a given enterprise, often 
in exchange for notes of the enterprise; (b) authorizations for a 
government enterprise to borrow directly from the public; and (c) 
cancellation of notes issued by a government enterprise to the 
Treasury, where the cancellation has the effect of permitting 
further expenditures to be made (through restoring previously used 
authority to borrow from the Treasury).” 

The availability of obligational and expenditure authority is the 
same as that of ordinary appropriations. However, authorizations 
to expend from debt receipts need not go through the appropri- 
ations committee and are not included in the congressional tally of 
appropriations enacted. Arthur Smithies considers such authori- 
zations “an obscure way of saying that the appropriations commit- 
tees have been bypassed.”’® 

Most financial authorizations are enacted for a one- or two-year 
period and expire if not obligated during that time. Because of the 
lags in federal procurement, there are often requests to extend such 
authorizations beyond the original period of enactment. The effect 
of reauthorizations is generally the same as if new authorizations 
were voted in their place. 

The total of appropriations and other financial authorizations 
made available to the agencies for a given year is called “new 
obligational authority.” ‘The common characteristic of these finan- 
cial authorizations is that they empower the agencies to obligate 
the government to make expenditures in the future. These authori- 

Ibid., p. 3. 


®The Budgetary Process in the United States (New York: McGraw-Hill, 1955), 
p. 398. 
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zations are termed new obligational authority because they exclude 
the unobligated balances of prior-year obligational authority which 
are still available for current obligation. The total of funds avail- 
able for obligation, which is of importance for budgetary control, 
includes both new obligational authority and the unobligated 
balances. 

The granting of new obligational authority is a major control 
point over federal spending. Given the grant of new obligational 
authority, the usual functioning of governmental operations will 
result in a subsequent flow of expenditures. 


APPORTIONMENT OF FUNDS 


After the Congress has voted funds, the control of expenditures 
shifts back to the executive branch. The rates at which appropri- 
ations are obligated and expenditures are made are determined by 
the departments and agencies, subject to the control of the Bureau 
of the Budget. 

The Bureau of the Budget apportions to the agencies usually by 
quarters the funds appropriated to them. The apportionment 
power arises from the desire to prevent agencies from spending 
their appropriations early in the year and returning for deficiency 
appropriations.® The apportionment process does not ordinarily 
cover the operations of trust funds or privately owned government- 
sponsored enterprises.?° 

The apportionment power has been used to keep the amount 
of government spending for a particular item below the full limit 
of funds granted for it by the Congress. This use has been defended 
on a number of grounds, including the need to make federal spend- 
ing patterns conform to changes in circumstances and needs arising 
after the congressional enactment of funds.1! The General Appro- 
priation Act of 1951 affirmed the legal authority of the President 

*Executive order 6166, dated June 10, 1953, gave the Bureau of the Budget the 
authority for making, waiving, and modifying apportionments of the appropriations 
of the various agencies. Previously this authority had been vested in the heads of 
the agencies. 

U.S. Bureau of the Budget, Circular No. A-34 (Washington, 1952). 

“J. D. Williams, The Impounding of Funds by the Bureau of the Budget (Inter- 


University Case Program, CIP Case Series No. 28; University, Ala.: University of 
Alabama Press, 1955). 
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and the Bureau of the Budget to take such actions. The Act 
provided that: 


In apportioning any appropriation, reserves may be established to 
provide for contingencies, or to effect savings whenever savings are 
made possible by or through changes in requirements, greater efficiency 
of operations, or other developments subsequent to the date on which 
such appropriation was made available.!? 


Following the making of apportionments, which is a centrally 
administered control, allotments are made by agency heads to 
administrative units within the agencies. Allotments may be made 
on a monthly or quarterly basis and may limit the use of obligation- 
al authority in terms of objects to be purchased, activities, or 
organizational units. 


INCURRING OBLIGATIONS 


Within the limits of the apportionment of funds made available 
to them, the federal agencies place orders, award contracts, buy 
goods and services, and take other similar actions which obligate 
their apportioned funds.’* This is the stage of the federal spending 
process which is measured by “obligations incurred.” To the extent 
that the goods and services needed by the government are ordered 
from and produced in the private sector, this is the first stage of the 
process where government procurement activity directly involves 
private industry. It is also the last clearly discretionary step in the 
process which will ultimately involve government payment of 
funds. 

Some instruments of contract are not considered as part of the 
total of obligations incurred. Letters of intent, interim devices by 
which the contractor is authorized to proceed with production 
before detailed contract terms are agreed upon, are no longer 
treated as budget obligations. Currently, the use of letters of intent 
has been reduced. A recent manual of the Industrial College of the 
Armed Forces states: 


General Appropriation Act, 1951 (64 Stat. 595). 

“The law provides that “no contract for purchase is to be made except under an 
adequate appropriation” (41 U.S.C. 11). There are a number of specific instances 
where a federal agency may place an order in advance of an appropriation (25 
US.C, 99). 
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Despite its convenience, it is apparent that the letter of intent is not 
a satisfactory contractual document. For this reason, it has been the 
policy of the Departments to minimize its use and to convert outstand- 
ing letters of intent to definitive contracts as promptly as possible.’ 


PRODUCING GOVERNMENT-ORDERED GOODS 


Pursuant to the contracts and orders placed, the suppliers of 
government goods and services, in both the public and private 
sectors, produce or otherwise obtain and then deliver the items 
previously obligated for. Government contracts usually contain 
delivery schedules. In the case of heavy equipment, however, pro- 
duction delays and delivery date extensions are commonplace and 
the amount of control by the government over the speed of work 
on the contract depends on the ability of the procurement officer 
as well as the co-operation of the contractor.’® To the extent that 
production is carried on in the private sector, this stage of the 
federal spending process is not usually reflected in the federal 
financial accounts. 


MAKING PAYMENTS: THE CONCLUDING STEP 


In accordance with private business practice, the federal govern- 
ment generally pays for the items it orders after they have been 
delivered, inspected, and approved. A number of agencies are 
authorized to make advance and progress payments.!* These are 
usually confined to large orders for heavy equipment in the pro- 
duction of which the supplier requires considerable additions to 
his normal working capital. Progress payments can usually be made 
up to 75 per cent of the value of the contract or 90 per cent of labor 
and material alone. No interest is charged the contractor on such 
payments.17 


“Industrial College of the Armed Forces, Purchase and Procurement Planning 
(Washington: GPO, 1950), p. 67. 

*Cf. National Security Industrial Association, Report to Commission on Organiza- 
tion of the Executive Branch of the Government Regarding Military Procurement 
(Washington, 1954), p. 35; U.S. Commission on Organization of Executive Branch 
of the Government, Task Force Report on Military Procurement (Washington: 
GPO, 1955), p. 34. 

*Armed Services Procurement Act of 1947, as amended; First War Powers Act, 
1941, as amended. 

“Department of Defense, Armed Services Procurement Regulation, 1955 ed. 
(Washington: GPO, 1955), p. 4. 
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Advance payments are made prior to the performance under a 
contract and are expected to be liquidated from payments due 
to the contractor from performance. Unlike progress payments, 
advance payments are made under restrictive and selective condi- 
tions, as indicated by the following “general limitation on authori- 
ty” for advance payments by the Defense Department: 


Advance payments shall not be authorized unless no other contractor 
is readily available, without prejudice to the national defense, to 
furnish the desired supplies or services, upon terms satisfactory to the 
Department, without provisions for advance payments.1§ 


With the exception of such government contractors as nonprofit 
educational or research institutions, interest is charged on advance 
payments at the rate of 6 per cent per annum. Advance payments 
are deposited into special bank accounts, and withdrawals from 
such accounts by the contractor are closely supervised. Currently, 
advance payments are made in only special cases and in very limited 
amounts. Progress payments have been concentrated in heavy 
procurement, where production time and hence the lag between 
obligations and deliveries is the longest. 


THE LAGS IN THE PROCESS 


There are certain limits to the lags in the federal spending 
process. Most forms of new obligational authority are available for 
obligation for either one or two years and are available for expendi- 
tures for no more than two years beyond that. Within these legal 
limits, the lag between the government’s embarking on a program 
and its execution is largely determined by private decision making. 
Military procurement, however, is financed largely from “no-year” 
appropriations, which are available until spent; most lending pro- 
grams are likewise financed primarily from authorizations without 
specified expiration dates. y 

A number of states have adopted procedures which lessen the 
lags between authorization and expenditure. The system of “pre- 
advertisement” of bids permits potential government contractors 
to get their orders to the mills well in advance of actual construc- 
tion. In the case of the New York Thruway, the state called for 


“Ibid., p. 14. 
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superstructure bids for a new Hudson River crossing near Albany 
several months in advance of the actual letting of contracts for 
substructure.!® 


REDUCING GOVERNMENTAL SPENDING 


The actions which can be taken to curtail expenditures would 
operate in somewhat the same fashions as the actions involved in 
making expenditures. A reduction in government spending can be 
initiated at various stages in the spending process. The effects of 
the actions taken at each stage can be cumulative in their effects 
on the total of expenditures during any given period. 

For example, the Congress may decide to eliminate or reduce 
the scope of a particular program by changing its basic statutory 
authorizations, or eliminating or reducing the amount of funds 
authorized for it during a given period. These actions can be 
implemented either through eliminations or reductions in the 
amount of new obligational authority being considered or in the 
recision of existing obligational authority. 

Independently of congressional action, the President may decide, 
in view of changing circumstances and other developments, that a 
given agency should not spend all of its available obligational 
authority. This decision can be implemented by reducing its quar- 
terly apportionment of funds and placing a portion of the appro- 
priation “in reserve.’’ The individual agency can reduce the 
amount spent for a program by slowing down the rate at which it 
obligates its funds, by obtaining a slowdown in the rate at which 
the particular goods or service contracted for are produced and 
made available to the agency, or by rescinding contracts and other 
commitments it had previously entered into. 

Most government contracts provide for their cancellation in the 
interests of the government.”° There are important obstacles to the 
reductions in expenditures which can be made through recisions 
of outstanding contracts, such as the payment of damages to the 
contractor for the unrecoverable costs which he has incurred and 
the loss of interest on the part of business firms in bidding on future 
government contracts. This factor is a limitation both at the legis- 


“Engineering News-Record, July 5, 1956, p. 26. 
"Department of Defense, Armed Services Procurement Regulation, sec. 8-701. 
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lative and agency levels. In the case of such activities as public 
works projects, the desire to protect the government investment 
already made may be decisive in continuing expenditures on a 
going project in the face of a general effort toward curtailment of 
government spending. 

Most supply and construction contracts permit the contracting 
officer to order certain changes in the performance of the contract. 
The order of the contracting officer, so long as it is within the scope 
of the changes clause involved, does not require the consent of the 
contractor.*? 

The Ordnance Corps uses a change clause which permits 
increases and decreases in the amount of supplies and extensions 
or accelerations in the delivery schedules. The quantity and the 
rate of delivery may be changed within stipulated percentages.” 
The Atomic Energy Commission can order the suspension of work 
on its contracts when “necessary or desirable for the convenience 
of the Government.”’*% 


SUMMARY 


The federal government spending process can be viewed as a 
continuous stream of activity. Four major stages may be high- 


lighted: (1) the granting of congressional authorizations to let 


contracts and make expenditures, (2) the placing of contracts by 
government agencies, (3) production of the goods and services 
ordered by the government, and (4) delivery of the finished product 
and the government payment. The granting of financial authoriza- 
tions by the Congress and the letting of contracts by the agencies 
are basic control points over the amount and rate of spending; 
the actual production period indicates the effect on government 
contractors (in those cases involving government purchases of goods 
and services); and the flow of expenditures has important financial 
effects, including the use of federal tax or debt receipts, and also 
measures the completion of the government spending program. 

*Ibid., sec. 7-108. 

“Thomas H. Morton and John W. Whelan, “ Contractual Methods for Adjusting 
Contracts,” Federal Bar Journal, 14 (1954), 258. 


Paul H. Gantt, “Selected Government Contract Problems,” Federal Bar Journal, 
14 (1954), 398. 
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Laurence W. Acker 


Improvements in Control 


of Defense Resources 


Expenditures for national defense constitute the largest single item 
in the federal budget. Considering the magnitude, dispersion, and 
diversity of governmental activities, a remarkable job is being done in 
effectively utilizing and safeguarding resources. With respect to Army 
expenditures, a rather significant portion of the defense budget, policies 
and procedures are constantly being revised to strengthen financial 
administration. One measure being utilized for improved control is the 
audit, which functions by evaluating the effectiveness of other controls. 
Another is the use of cost concepts in controlling operations and pre- 
paring budgets. Costs and obligations for each budget program are 
reconciled as a part of the total financial management plan which is 
designed to provide Congress with an accounting as to costs of per- 
formance of Army activities and actions. 

Mr. Acker is Director, Accounting and Finance Policy, Office of 
Assistant Secretary of Defense (Comptroller), Department of Defense, 
and was formerly Deputy Chief, Army Audit Agency, Department of 
the Army. This paper was given as an address before the Twenty-second 
Annual Institute on Accounting at the Ohio State University, May 
1960. 


WHEN I was a child, I often heard it said that the government 
would spend $1,000 to run down a penny—a lost or misappropri- 
ated penny. Even in those very early days this seemed to me to be a 
little disproportionate. Somehow it led to the notion that the gov- 
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ernment thought more of its pennies than it did of its dollars, 
Accordingly, it led me to save pennies where now I wish I had 
saved dollars. 

Apparently the thought still exists that the federal government 
deals extensively with the minutiae and the trivia, that it still 
struggles desperately with its pennies, that it overcontrols in its 
cash and in various facets of its fund accounting, that its financial 
and managerial controls are not adequately applied to its human 
and physical resources. In specific cases that is true; in a general or 
relative sense, I think it is not true. Putting it another way, I 


believe that considering the magnitude, the dispersion, and the | 


diversity of governmental functions, a remarkably good job is done 
in safeguarding and using the taxpayer’s dollar and the things that 
dollar buys. 

Now let me orient this discussion toward Defense. For the next 
fiscal year we have a Defense budget of something more than $39 
billion. That is more than $1,000 a second—more than 100,000 


of those pennies each second. Now within Defense let me orient | 


the discussion somewhat toward Army, where I have spent almost 
the last eight years as the principal professional director of its 
audit activities. 

The personal property inventories in Army exceed $19 billion 
—almost equal to the amount of goods in retail trade in the 
United States. There are more than 870,000 men and women 


wearing the Army uniform. Add another 700,000 in drill-pay | 


status in the National Guard and Organized Reserve units. Then, 
the Army employs more than one-half million civilians, and more 
than 100,000 foreign nationals. 


The Army’s establishments are spread throughout the United | 


States and seventy-five other countries. Its business-type activities 


necessarily include almost every type of human endeavor—educa- | 


tion, merchandising, industrial activities, communications, trans- 


portation, just to mention a few. All these are necessary to sup- | 


port the ultimate mission of the Army—success in combat. 

These figures create an impression of “bigness’”—big business, 
big organization, big problems. As an illustration, a public account 
ing firm would not often be confronted with the observation and 
verification of a $2 billion inventory. Yet, this is not unusual in 
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the business of national defense. Few, if any, industrial concerns 
deal with the numbers of line items in inventory common in the 
military. None are faced with the problem of calculating and main- 
taining adequate reserves to supply needs in event of mobilization. 
While the basic principles of financial control are essentially the 
same, adaptations of concepts and procedures are required to meet 
the specific needs and objectives of the military organizations. 

The Navy and Air Force are not being overlooked in sticking to 
Army statistics. The problems are relatively the same, and the 
dollar amounts will vary upward or downward according to the 
function considered. But as mentioned, I served the Army in a 
civilian professional field for almost eight years and can speak 
more to point on its functions. During this time, I was a critic— 
a constructive critic I hope—in pointing out weaknesses and 
deficiencies in areas where improvements were needed. 

As a critic, it was perhaps natural to gain a deeper appreciation 
of the mountainous problems, the complex decisions, and the 
internal and external stresses. Along with this it was perhaps 
natural that one would gain greater respect for the dedicated 
people who devote their energies to a job which often brings little 
reward and sometimes only frustration and exhaustion. 

The audit organization was one of the improved controls which 
made possible a better use of Army’s resources. It brought the 
results of its examinations of the far-flung activities of the Army 
up through succeeding levels of organization to the Army’s staff 
and secretariat so that better, more informed managerial decisions 
could be made or corrective action could be taken. Audit serves 
as a control which functions by measuring and evaluating the 
effectiveness of other controls. 

There have been continuing improvements in controlling 
Defense resources, which I will comment on in a moment, but let 
me pause to ask why—why this expenditure of money, why this 
dedication of so much of our national economy to the Defense 
effort? There are others who can answer better than I, so let us let 
them speak. Some time ago the Vice-President of the United States 
spoke before the American Legion at Minneapolis. He said: 

I have made a comprehensive study of the philosophy, tactics, and 
strategy of communism, as set forth by Marx, Lenin, Stalin, and other 
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Communist leaders. On the basis of these studies I know that Com- 
munists throughout the world are united in working for one objective 
—Communist rule over all the people of the world. 


The words of Mr. Allen Dulles, Director of Central Intelligence 
Agency, were paraphrased before this same meeting of the Ameri- 
can Legion by General Cabell in this way: 

Our defense lies not in compromise, but in understanding and firm- 
ness, in a strong and ready deterrent military power, in marshaling of 
our economic assets with those of other free countries of the world to 
meet Communist methods of economic penetration and finally in the 
unmasking of Communist subversion.? 

If they succeed and we fail, it will only be because of our complacency 
and because they have devoted a far greater share of their power, skill, 
and resources to our destruction than we have been willing to dedicate 
to our own preservation. 


Speaking before the National Association of Manufacturers in 
December 1959, Mr. Wilber M. Brucker, Secretary of the Army, 
said: 

From the earliest days of Lenin’s dictatorship, the communist con- 
spiracy has been characterized by patience and cunning in the planning 
and execution of its program. The communists have long realized, for 
instance, that a most important avenue toward success in attaining 
their goal lay in seeking out sore spots and weaknesses in susceptible 
political, economic, and technological areas throughout the world, and 
taking ruthless advantage of them through military pressure, deceit, 
propaganda, terror, and subversion. 

Although since 1953 the communists have placed major external 
emphasis upon so-called “‘peaceful” penetration of the Free World, we 
know that they have not neglected their war machine, the most power- 
ful mobilized military forces on earth. Concurrent with the political, 
economic, and psychological manuvering by which over the years they 
have acquired some five million square miles of territory, and sub 


*Excerpt from article titled “These Days” by George E. Sokolsky in “The Wash- 
ington Post”, quoting from a speech made by Vice-President Nixon on August 2, 
1959. 

*Excerpt from article titled “How U.S. Can Defend Itself” in U.S. News and 
World Report, quoting text of speech made by General Cabell, August 21, 1959, in 
which he paraphrased Mr. Dulles. 
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jugated over 600 million people, they have strengthened their capability 
for all kinds of combat. 

This, then, is why we spend the sums which seem almost astro- 
nomical. This is why we are called upon to put back in taxes so 
much of what we receive from the government as employees or 
vendors of services and materials. In this gigantic game of put and 
take, the stakes are peace, prosperity, and most precious of all, 
freedom. I think I echo the viewpoints of the vast body of people 
both within the government and outside who are contributing to 
the Defense effort in asserting that a dedicated, intelligent, and 
increasingly successful effort is being made to manage and control 
the resources at our disposal. 

Now let us consider some improvements in concept which have 
led to wiser, more effective use of our Defense resources. I will not 
attempt to go into the details of accounting and budgetary actions 
and controls. These are important to those of us who work with 
them, but a technical recitation might bore you. 

Our basic resources are often referred to as men, money, and 
material. Let’s start with the money. Historically, Congress has 
appropriated funds for each fiscal year on what we call the obli- 
gation basis, that is, funds for orders to be placed for goods or 
services during the fiscal period. Obligations are not the same as 
costs—at least not necessarily so. The emphasis, consequently, in 
the legislative and executive departments of the government has 
been on managerial control of funds through limiting the amount 
of orders which could be placed for goods or services. Public Law 
863 established requirements for certain improvements which will 
have a significant effect on managerial control of resources. Policies 
and principles designed to meet the required objectives have been 
published in the form of a directive for the operation-and- 
maintenance area. Since each major program area will require 
certain variations, additional directives are in process. 

The employment of cost concepts in controlling operations and 
preparing budgets will lead to increased economy and efficiency. 

‘Excerpt from Department of Army Copy of Remarks made by Secretary Brucker, 


containing an address titled “Military Obstacles to World Peace” made by Secretary 
Brucker on December 3, 1959. 
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The Army, for example, is already budgeting, accounting, and 
reporting on a cost basis at certain levels in a wide range of its 
activities with reconciliation of costs and obligations for each 
budget program. Its financial management plan is designed to 
give Congress a cost of performance or functional budget that 
shows the costs of Army actions and activities. 

A moment ago I mentioned that different types of Defense 
activities require different approaches in the control of resources. 
It might be useful to elaborate upon this point briefly. 

Military activities of the combat and combat-support type are 
unique. They have no counterpart in business. Military personnel 
is a big item of expense in this area, and at the local levels military 
personnel costs are not controllable. These are controlled at higher 
levels, based upon such techniques as tables of organization and 
distribution, ration allowances, and so on. In the Army, pre- 
determined strength or force levels substantially control military 
personnel costs. In the Navy and Air Force, the numbers of capital- 
type items to be operated—bombers, ships, fighters, and so on— 
have a relationship to the size of the force required. 

The administrative activities of the military departments include 
the operation and maintenance of posts, camps, stations, airbases, 
all wholesale supply and distribution systems, administrative offices, 
procurement and inspection offices, military headquarters, depart- 
mental offices, and the like. Generally, the same control devices 
used in private business can be applied to these activities with 
little or no modification. Military personnel costs in these activities 
are controllable at local levels. 

The procurement and management of inventories of equipment 
and supplies fall into two major groups—capital-type items and 
consumable matériel. The capital-type items include ships, planes, 
missiles, production equipment, vehicles, and the like. Consumable 
matériel includes an almost unimaginably wide range of items 
numbering into the hundreds of thousands. Included among these 
are such things as fuel, clothing, subsistence items, ammunition, 
and the like. 

Capital-type items are characterized by long production lead- 
time. Procurement of these items, therefore, often extends into two 
or more fiscal years. Budgeting, funding, procurement, and man- 
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agement of these items are centralized under the responsibility of 
the commodity or inventory managers of the respective depart- 
ments. These inventory managers are not usually located at their 
departmental headquarters, but instead maintain their head- 
quarters at field stations located in areas of concentrated activity. 
Financial management in this area starts with budgets on several 
bases for each fiscal year. These are: 

a) Estimated total costs of specific end-items proposed for pro- 
curement (tanks, bombers, ships, and the like). 

b) Obligations estimated to be incurred during the fiscal year 
(an element of executive agency—not congressional—interest). 

c) Estimated delivery schedules by fiscal year for the proposed 
procurement. 

d) Estimated expenditures for the fiscal year. 
Thus, the program for improvements starts with cost-based budget- 
ing. It gives adequate consideration to control of obligations, on a 
fiscal year basis, and recognizes the necessity for control of rate and 
amount of expenditures. On the last point, the impact of Defense 
spending on the Treasury cash position is so substantial that 
forward planning and control are essential. 

Consumable matériel is, for the most part, centrally procured. 
For the most part this matériel is initially procured by the stock 


| funds of the respective military departments. Although these stock 


funds are under centralized policy control, they are physically 
dispersed so as to be as near as possible to the ultimate user. The 
ultimate user fills his requirements through purchases from the 
stock funds. Cost concepts in budget preparation and in operation- 


_ alcontrol are exceptionally important in this area. The inventory 


turn-over rates are relatively high, and the dollar values involved 
are tremendous. Substantial progress is being made to introducing 
cost concepts as important factors of managerial control, not only 
for the local manager but for the departments, the Bureau of the 
Budget, and the Congress. I have already mentioned that policies 
and principles for the operation-and-maintenance area have been 
published. 

I have already spoken of some of the improvements effected and 
in progress in the financial control of our manpower and matériel 
resources. I would like to add a few words, however, in a different 
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vein. Continuing improvements are being realized in the quality 
of the manpower resource, both military and civilian. The school 
systems of the respective departments have continually improved. 
Selection processes are better than ever. A number of wise, forward- 
looking actions are being taken which will result in further 
improvements. Career programs for civilians are being placed in 
effect. The Army Audit Agency is an excellent example. Through 
objective training, diversification of assignment, and rotation from 
one location to another, the staff of the Agency is being improved 
and developed to permit assignments of greater responsibility. Of 
course, with such assignments come better pay for the individual. 
The Comptroller of the Army has in effect a career program for 
civilians engaged in comptrollership activities throughout the 
entire functional area. It provides for greater recognition and 
increased responsibility for those who demonstrate effectiveness 
and ability. Congress last year authorized expenditure of appro- 
priated funds for training of civilian employees, in appropriate 
cases, in order that the quality of the manpower resource could be 
further improved. It is widely recognized that in the final analysis 
the best of systems and the best of equipment cannot perform 
effectively without a competent trained man or woman to activate 
and maintain them. Continuing improvements of this kind will 
lead to a more effective work force and, in turn, to greater efficiency 
and economy in the conduct of Defense and other governmental 
activities. 

The satellites that transmit photographs to us and give us 
reports on conditions in space could be cited as illustrations of 
improvements in the matériel field. There are others less glamor- 
ous, perhaps, but significant—for example, the new Army rifle, 
the M-14 (you may have heard that it replaces four weapons: 
the M-1 Garand rifle, the M-2 carbine, the M-3 submachine gun, 
and the Browning automatic rifle). As Army divisions are equipped 
with this new weapon, they will have greater effectiveness, more 
fire power, but fewer weapons. 

Along with the improvements in matériel have come improved 
managerial controls of matériel. These have come about through 
such devices as the stock funds, already mentioned, through 
improved policies and procedures, and through the utilization of 
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electronic computers in stock accounting and control. Paradoxical- 
ly, however, these advances and improvements seem to bring new 
problems. As an auditor, I have participated in examining and 
commenting on the property in Army’s inventories which was 
excess to its needs. I was struck by the fact that though there were 
instances where some degree of mismanagement or other deficien- 
cies resulted in the creation of excesses, there were other reasons 
of a more palatable nature. As an example, when the Army con- 
verted to the pentomic divisional structure in 1956, it decreased 
the size and organization of the typical Army division and increased 
its effectiveness and fire power by assigning different equipment. 
Naturally, these actions created excess equipment, which in the 
Army’s accounting records looked like any other excess. However, 
this was a deliberate move—a part of the program of modernizing 
the Army. 

Exploding technology is bringing benefits—and problems—to 
all the military services and to other governmental agencies as well. 
The scientists and engineers are creating obsolescence in combat 
and other equipment. We are reaping the benefits in terms of a 
far more effective defense storehouse. Too, we are reaping by- 
product benefits in terms of better things to use in our daily lives. 
But, these things cost money and create new problems. 

It is a far cry from the Gatling gun to the M—14—from the “Mer- 
trimac” and “Monitor” to the “Forrestal” or the “Skate”—even 
from the B-29 to the B-36, which has been superseded twice in 
peacetime, and we are now reading about the proposed B-70. I 
have seen the engineer’s transit and chain replaced by equipment 
based on radar principles which can accurately measure line of 
sight distances. I have seen other equipment measure intercon- 
tinental distances by electronic viewing of stars. Now we have the 
beginning of a satellite system by which navigators can determine 
positions with unbelievable accuracy, even in cloudy weather. 

As these advances occur we must utilize them to maintain our 
position in a competitive world. We must replace obsolete equip- 
ment—and along with it goes the spares and repair parts—a costly 
but necessary investment in progress. 

It is in such an environment of change—explosive change—that 
the military services work. There is a struggle on the one hand to 
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keep the leadership in the art and equipment of defense and on the 
other to make the dollar go as far as it possibly can. At the same 
time, while gaining command of new technologies and new equip- 
ment, the old equipment has to be disposed of. This is the area 
where criticism and misunderstandings arise—often not justified. 

Improvements in managerial methods are being made—and will 
continue. Managerial technology must keep pace with scientific 
technology. As citizens we are justified in taking a dim view of 
excess property or other unwarranted costs arising from mis 
management. Criticism of these things is healthy. On the other 
hand we have an obligation to understand that these situations can 
and do arise in a legitimate way. Often we become aware of the 
situations without learning the reasons behind them. 

Although I am a Defense employee whose job for the last eight 
years has been to criticize and report on weaknesses, deficiencies, 
mismanagement, and the like, I can honestly repeat that consider- 
ing the magnitude, the diversity, and the geographic spread of 
Defense activities, a remarkably good job is being done in the 
continuing improvement in policies and methods for safeguarding 
and using the taxpayers’ dollars and the things those dollars buy. 
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H. W. Bordner 


Department of Defense Program 
for Improvement in Financial 
Management for Operation 


and Maintenance 


The Department of Defense is currently undertaking a program to 
improve financial administration of its affairs. The objective of this 
program is to establish an integrated financial system to meet the needs 
of management at every level for purposes of planning, budgetary work, 
program execution, and analysis of performance. An operating budget, 
emphasizing costs expected to be incurred, represents the central man- 
agement device. Such a budget, established for each operating segment 
and based upon an integrated account structure, becomes the basis for 
the allotment from the appropriated fund for operation and mainte- 
nance. The allotment then serves as both an over-all authority for ex- 
penditure and an obligation limitation for the installation or segment 
involved. It is believed that such a system of financial administration 
will provide incentives for every level of management to achieve the 
greatest degree of effectiveness in utilizing the resources available. 

Mr. Bordner is Deputy Comptroller for Accounting, Finance and 
Audit Policy, Department of Defense. This paper was presented to the 
Hampton Roads Chapter of the American Society of Military Comp- 
trollers on November 25, 1958, and has been published in the June 
1959 issue of the Armed Forces Comptroller. 
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THE Department of Defense is now engaged in formulating and 
directing the execution of a program for further improvement in 
its financial systems. Many improvements have been made in recent 
years under Title IV of the National Security Act, but much 
remains to be done. Public Law 863 also established requirements 
for certain selected improvements, as you doubtless know. 

The first step being taken in further system improvement is the 
development and co-ordination of acceptable principles and poli- 
cies to meet the required objectives. This has been almost accom- 
plished for the area of operation-and-maintenance programs. A 
directive is about to be issued for this area.! This directive would 
require establishment of a time-phased schedule by each military 
department, subject to the approval of the Assistant Secretary of 
Defense (Comptroller), covering the steps to be taken in systems 
improvement. Among the results should be a high degree of systems 
uniformity for all the services. 

You would be interested, it is likely, in a discussion of Defense 
objectives and major problems which have been encountered. 


BASIC OBJECTIVES 


From a technical standpoint, it is the objective to have one inte- 
grated financial system to meet the needs of management within 
the Department of Defense at every level from the Secretary of 
Defense down to the installation commander for the purposes of: 
(1) planning and programing; (2) budget preparation, review, 
and analysis, in connection with appropriations, apportionments, 
and internal funding within the military departments; (3) program 
execution; (4) review and analysis of performance, especially 
through reporting. This system should also meet the needs of the 
Bureau of the Budget, the Congress, the General Accounting 
Office, and the Treasury Department. 

It is recognized that the system must be modified appropriately 
for each separate major program area. (For example, the system for 
procurement and production would differ from the system for 
operation and maintenance.) More basically, however, it is the 
objective to establish a system of financial management which will 


*This directive was issued on May 29, 1959, as Department of Defense Directiv 
No. 7040.1, “Program for Improvement in Financial Management in the Area & 
Appropriations for Operation and Maintenance.” 
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provide incentives to management at every level to achieve the 
greatest degree of military effectiveness with the resources available. 
It is believed that financial management arrangements can and 
should be devised in such a way that, as a result, human nature will 
work for this objective rather than against it. 


FINANCIAL ARRANGEMENTS AT INSTALLATION 
LEVEL 


It is believed that human nature in the military departments 
would be given the greatest opportunity to utilize resources most 
effectively from the military standpoint if there were a maximum 
degree of decentralization of financial authority in the area 
of operation-and-maintenance programs. More specifically, it is 
believed that the following financial arrangements would be 
desirable: 

1. Use an operating budget for each installation, or other oper- 
ating unit, as a basis for obtaining authority to finance operations, 
with emphasis on costs to be incurred. The operating budget 
should be revised as necessary during the fiscal year. 

2. This operating budget, after analysis and review, should be 
approved by the immediate operating agency concerned, and it 
should give the operating unit financial authority to incur costs 
and obligations, with only one over-all absolute limitation—the 
total amount of the current budget. The operating unit should 
have the privilege of exceeding the budget estimate for any indi- 
vidual item provided there are decreases for other items so that the 
total amount of the budget is not exceeded. Explanations of major 
budget deviations should be required as a basis for high-level 
review and appropriate action wherever it might be considered 
the deviations were not justified. 

3. The device to be used to establish the over-all financial 
authority and limitation, based upon the operating budget, would 
be the allotment from the appropriated fund for operation and 
maintenance. In other words, any operating unit should have only 


} one allotment and obligation limitation based upon the total 
| amount of the current operating budget. Under this concept every 


item of operating cost or expense would be required to be paid for 
and charged to the allotment, or budget limitation. 
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4. Within the installation there should be a part of the oper. 
ating budget, with parallel accounting for costs, for each officer 
responsible for a segment of operations. In the case of any function, 
where obligations vary significantly from cost, such as local pro. 
curement, there should be similar responsibility control for the 
placement of contracts and orders. 

We believe that this system would have very important advan- 
tages as follows: 

1. The local commander would have the resources essentiai for 
the performance of his mission. He would not have to depend 
upon others, remote from the point of need, to have resources to 
meet his needs, as well as the needs of all other claimants. 

2. The local commander and staff would have flexibility in the 
use of resources. In making expenditures or incurring costs, they 
could choose between alternatives available on the ground, in 
consideration of special circumstances, without specific high-level 
approval other than the advance broader approval of the items in 
the operating budget. 

3. Under this system the local commander and staff would have 
a maximum incentive to consider costs in budgeting and program 
performance, especially in making day-to-day decisions. They 
would have to weigh alternatives and exercise restraint. This would 
be because there is just so much available to spend, and no more— 
the amount of funds equal to the total budget limitation. And 
most of all, there would be the incentive to achieve maximum 
results from the military standpoint, inasmuch as that is the prin- 
cipal motivation, and the commander is accountable for results— 
military, as well as financially. 

4. This system would be consistent with financial management 
needs at higher levels within the Department of Defense as well as 
the Bureau of the Budget and the Congress. 

It is recognized that to achieve this ultimate goal it may take 
time. We must learn to walk before we run, and this means that in 
the beginning some safeguards would be retained. 


PROBLEMS 
Full-Funding 


From the outset there has been a problem with respect to what 
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we may term “full-funding” of all costs so that we may have only 
one budget limitation through the allotment for each operating 
unit. In the main, this involves (a) costs of consumable matériel 
centrally procured and distributed and (b) military personnel costs 
for administrative and support-type activities presently financed 
under a separate appropriation for each military department. 


Consumable Matériel 


Although there has been some controversy, the principle has 
been established that centrally procured consumable matériel 
should be financed, managed, and distributed by inventory man- 
agers through the use of revolving funds which we call “stock 
funds.” By “consumable matériel” is meant items which are con- 
sidered expended upon withdrawal from stock. Such matériel 
includes spare parts, but not major components, such as aircraft 
engines, electronic “black-boxes,” and ship-propeller shafts. These 
major components of equipment are properly financed under the 
procurement appropriations. 

Installations would be charged and pay the stock fund for con- 
sumable matériel upon withdrawal from the fund. On the other 
hand, they should not budget or be charged for the cost of capital- 
type matériel, including major components; such matériel is dis- 
tributed and used under physical item control. 

The advantages of the use of stock funds include facilitating 
inventory management of centrally procured consumable matériel 
by the central inventory managers in the logistics agencies, as well 
as the full-funding advantages to operating activities, as consumers, 
just discussed. But supply management is another subject. 

The Army and Navy have both made considerable progress in 
extension of the use of stock funds to consumable matériel of a 
technical type. It has been established, and so provided by Depart- 
ment of Defense directive, that the question of potential obsoles- 
cence losses of technical matériel has no bearing upon the question 
of financing such matériel under stock funds. This fact is not 
understood by many. 

In the Army, however, there has been only a test of the extension 
of stock funds to the installation level for technical matériel. Cer- 
tain difficulties have been encountered because of the necessity of 
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field installations being required separately to finance and account 
to seven different technical services for the categories of matériel 
under their respective divisions of the stock fund. As an alternative, 
the use of a consolidated stock fund division for each major military 
command is being considered. 

Nevertheless, in the case of the Army, the fact that depot stocks 
of technical consumable matériel are financed in the main under 
stock-fund divisions of the technical services, means that the instal- 
lations must pay from their respective allotments for their transfers 
of such matériel from depots, as well as their local purchases. 
Hence, the Army station purchases of all consumable matériel are 
funded and covered by their total operating budget. In addition, 
there is local station budgeting and accounting, within the over-all 
budget, for the cost of such matériel consumed. This complicates 
the problem of local budgetary administration, but otherwise it is 
not inconsistent with the principle of funding all costs of operation 
and maintenance. 

During an interim period preceding extension of stock funds to 
all technical matériel of a consumable nature, at least at the depot 
level, there is the necessity in the case of the Air Force (and toa 
lesser degree, the Navy) to budget and account for unfunded costs 
of consumable matériel not financed under stock funds, in addition 
to the funded costs of consumption and/or acquisition of stock- 
fund financed matériel and locally procured matériel. 


Military Personnel Costs 


It is an ultimate goal to finance military personnel costs of 
administrative and support-type activities under station allot- 
ments in a manner similar to civilian personnel. This is a long- 
term objective which is not included in the present program for 
improvements in financial management, because this practice 
would not be feasible until there is a change in the basis of making 
appropriations for military personnel costs. In the meantime, pro- 
vision must be made for budgeting and accounting for these costs 
as unfunded costs, as a part of total costs of all operating activities. 
It is, of course, not contemplated that military personnel costs of 
combat forces should be budgeted or accounted for by operating 
activities, not even as unfunded costs; these military personnel are 
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controlled on a department-wide basis by tables of organization 
and equipment. 

Under the ultimate plan of funding all costs, military personnel 
costs would be charged to administrative and support-type activi- 
ties upon the basis of reimbursing the military personnel appropri- 
ations. As a desirable alternative, military personnel costs might 
be financed under the operation-and-maintenance appropriations, 
in which case there would be a separate program for such costs with 
distribution of costs to administrative and support-type activities. 
Either procedure would permit the desirable continuance of the 
present uniform practice of initially paying for these costs on an 
open-allotment basis. 


Separate Controls over Unfunded Costs 


The continuing existence of unfunded costs will necessarily 
complicate budgeting and accounting and reduce financial flexi- 
bility of the military commands and installation commanders, as 
compared with the desirable ultimate objective. This will be the 
result, because during the interim there will be a limitation placed 
on total costs to be incurred by each operating unit as well as upon 
its obligations and funded costs. The total cost limitation will be 
made parallel to fund limitations, commencing with apportion- 
ments of funds. 

As you can see, a separate limitation on total costs is equivalent 
toa separate limitation on unfunded costs. This would be the same 
as dual allotment limitations—one for the total funded costs 
and obligations, and the other for the total unfunded costs. 
All cost decisions would have to be made in consideration of the 
impact separately on these two kinds of cost limitations, and this 
means less financial flexibility. Necessarily, this would also result 
in operating budgets and reports, and supporting accounts, at all 
levels, being split in detail between funded costs and unfunded 
costs. Of course, it is the objective to eliminate this complexity 
and financial inflexibility in accordance with the establishment of 
complete cost-based budgets pursuant to Public Law 863. 


Establishing Only One Allotment for an Operating Unit 


Under the improvement program there would be only one allot- 
ment to each operating unit. However, there would also be an 
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interim requirement for maintaining additional obligation limita- 
tions under the allotment to each operating unit, based upon the 
separate budget programs which they may administer. There are 
approximately eight budget-program accounts under the operation- 
and-maintenance appropriation. It is believed that any operating 
unit would have no more than three or four of these budget pro- 
grams. The ultimate elimination of these additional obligation 
limitations would depend upon the performance demonstrated in 
the financial system, especially in consideration of the following: 

1. Preparation and submission of good budgets at all levels based 
upon cost, including timely budget revisions and reprograming 
action. 

2. Providing evidence of internal departmental discipline at all 
levels in adhering, within reasonable limits, to estimates, in terms 
of budget accounts, shown by the latest approved operating 
budgets. 

In the interim, under each operation-and-maintenance appro- 
priation, separate obligation limitations would continue to be 
established in connection with apportionment action for the several 
budget-program accounts at the departmental level, and this would 
necessarily require observance of such limitations through fund 
allocations and allotments within each military department. The 
reduction of the number of obligation limitations, upon this basis, 
has almost been achieved during the past few years—a very great 
reduction from the number that once existed. Further progress, 
of course, is a matter of learning to walk before we run. 

At this point, I would like to give you the definition of “‘oper- 
ating unit” which has been agreed upon: 

Operating unit. Each major organizational subdivision or entity 
made responsible for execution of an identifiable segment of a 
program. It would include all identifiable activities under one 
command or management, whether in the field or at any higher 
level, such as an intermediate operating agency, an operating agen- 
cy, or even a departmental headquarters. 

Thus, all activities at any installation under one commander 
would be included within the definition of a single operating unit. 
However, wherever there are any tenant activities or separate activ- 
ities which are under separate commanders, each commander 
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would have a separate operating unit. Budgeting and accounting 
would necessarily follow these placements of responsibility. 


Reimbursements 


There is general agreement that all orders for deliveries of maté- 
riel or for performance of work or services to other operating units 
should be on a reimbursable basis and not upon the basis of lateral 
suballotments or citations of funds. This would facilitate cross- 
servicing as well as be helpful in meeting the objectives of per- 
formance budgeting and full-funding most simply. 

Reimbursements should be made directly available to the per- 
forming units to the extent they finance the costs, through auto- 
matic increase to their allotments, at the time the orders are 
received, as a means of financing the costs. It would make no differ- 
ence that both ordering and performing units are financed by the 
same appropriation. Procedures are now being established along 
this line with the approval of the Bureau of the Budget. 


Integrated Account Structure 


There is general acceptance of the principle that there should 
be one account structure for classifying costs of operation and main- 
tenance programs for the joint purposes of programing, planning, 
budgeting, and accounting (including reporting). The major prob- 
lem concerns the depth to which there should be uniformity for all 
three military departments, considering the differences in their 
missions and organization. This problem has been approached by 
getting agreement on the following principles and criteria for 
account classifications: 

1. Summary accounts used in budgets and reports submitted to 
higher levels should be distinguished from supporting cost accounts 
used at operating levels. These summary accounts are called here- 
after “budget accounts”; the supporting accounts, “‘cost accounts.” 

2. Budget accounts are comprised of “budget-program accounts” 
and “‘budget-activity accounts.” Budget accounts will be prescribed 
by the Assistant Secretary of Defense (Comptroller) in accordance 
with the criteria hereafter provided. 

3. Uniform budget-program accounts should be established for 
the three military departments. These accounts should represent 
logical groupings of ‘“‘budget-activity accounts” based upon their 














36 THE FEDERAL ACCOUNTANT 


organizational structures and primary functions; so far as feasible 
such groupings should be comparable for the three military 
departments. 

4. Budget-activity accounts should be devised for each military 
department individually in consideration of each of the following; 

a) Identification of primary functions and natural programing 
categories. 

b) Identification of responsible organization units at operating 
level. 

c) Establishing, so far as feasible, uniformity and comparability 
between these accounts for the three military departments. 

5. Cost accounts should be devised within each military depart- 
ment individually in consideration of the following: 

a) The cost accounts should be designed primarily to meet the 
needs of local management. They should be based upon identifi. 
cation of functions and organization units responsible for per. 
formance at the operating level. 

b) At the same time, provision must be made for such cost 
accounts as may be required for grouping, or for distribution by 
appropriate cost accounting methods, into accounts prescribed for 
use in recurring budgets and reports to higher levels. Such higher- 
level requirements include data required for the President's 
Budget, budgets and reports in terms of budget-activity accounts, 
uniform cost reports for comparable types of activities, and uni- 
form cost data needed department-wide by headquarters and staff 
elements of the Offge of Secretary of Defense. 

For the purpose of establishing budget-activity accounts (para 
graph 4), the following definitions have been given: 

Function, primary. A clearly defined type of operations assigned 
to an operating unit from the standpoint of its principal assigned 
objectives, as distinguished from its component functions. For 
example, depot supply operations, depot maintenance of matériel. 

Function, component. A clearly defined type of operations 
assigned to an operating unit in order to carry out a primary func 
tion. For example, matériel receiving and issue functions of depot 
supply operations. Also installation-support functions are com- 
ponent functions with respect to depot supply operations. 
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Installation-Support Costs 


There has been a considerable amount of discussion and con- 
sideration of the subject of distribution of installation-support 
costs by each operating unit. And the past practices of the three 
services have been different. The present status of the matter is 
substantially as follows: 

1. Installation-support costs would not be the subject of separate 
budget-activity accounts from the standpoint of Department-of- 
Defense-wide budgets and reports. Budget-activity accounts would 
be in terms of primary functions, as explained above. Cost accounts 
for installation support would be supporting accounts. 

2. There would be no requirement to distribute installation- 
support costs of a host operating unit to minor tenants nor to any 
tenants in the area of combat forces. It would be expected, however, 
that major tenant operating units of a logistic nature should 
receive charges for installation-support costs. 

3. In a similar manner, installation-support costs would be dis- 
tributed between activities within one operating unit only in the 
case of activities other than combat forces. 

4. Installation-support costs distributed may be confined to 
direct out-of-pocket costs applicable to the respective tenant oper- 
ating units, or the separately identifiable activities within one 
operating unit. The remaining installation-support costs may be 
assumed directly by the host or major operating unit which is 
responsible for the performance of the installation support. 

5. In establishing these requirements, it would be understood 
that cost distribution might be required solely to meet the needs 
of the Office of the Secretary of Defense from the standpoint of 
uniformity in budget accounts prescribed for use in budgets and 
reports for the three military departments. There is nothing in the 
present plan which would necessitate changing management 
responsibilities locally for installation-support costs. It is hoped, 
however, that there will be more general adoption throughout the 
Department of Defense of what is believed to be the desirable 
management practice of distributing direct installation-support 
costs, with the requirement that the benefiting activities share in 
the control of these costs, because they are responsible for gen- 
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erating demands for support. At the same time, there should be 
continued cost control over installation-support costs by the single 
activities responsible for performance at a host operating unit or 
at a single geographic location. 


Integrated Budgeting and Accounting 


As we have seen, budgeting and accounting for total cost by each 
operating unit must necessarily be broken down between funded 
and unfunded costs for management purposes. Funded costs for 
each operating unit should be reconciled in cost reports and 
budgets with each obligation limitation (budget-program account) 
as well as to the total allotment limitation on obligations. 

The first part of each such reconciliation may be expressed 
simply as: 

Funded expenses 

+ Capital expenditures locally financed 

+ Increase or (—) decrease in inventory of consumable maté. 

riel locally financed 

Equals total accrued expenditures. 
The cost accounts should include all the accounts required for 
the reconciliation to accrued expenditures. The data required 
should be produced by the normal direct account summarization 
of financial transactions. There should be no required derivation 
of data for the reconciliation by reference to the property accounts. 

The remainder of the reconciliation for each obligation limita- 
tion should be broken down in four parts—one for each open 
allotment of a one-year appropriated fund and the M account (for 
lapsed appropriations) in terms of: 

Accrued expenditures chargeable to each allotment 
+ Increase or (—) decrease in contracts and orders outstanding 
thereunder 
Equals obligations incurred under the current year’s allot- 
ment (or obligation adjustments in the case of prior years 
fund subdivisions). 
The data for the reconciliations of accrued expenditures to obli- 
gations incurred (or obligation adjustments) should be produced 
directly from the accounts for unobligated balances under each 
fund allotment. 
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It should be realized that, by the will of Congress, each appro- 
priated fund is an independent financial entity to be accounted 
for separately from all other appropriated funds or revolving funds. 
It follows that each allocation or allotment from a separate appro- 
priated fund should be accounted for separately as an independent 
financial entity. And this is not burdensome if the principle is fol- 
lowed of having only one allotment to each operating unit from 
each appropriated fund under which it is financed. 

This means where double-entry bookkeeping is maintained, all 
accounts for fund resources and unpaid obligations, including 
accounts receivable and payable on the accrual basis, as well as the 
undisbursed Treasury balance, should be maintained in a separate 
group, with the unobligated balance accounts, for each allotment 
of funds. The accrued expenditure accounts would serve as control 
accounts over total funded costs recorded in detail in the sub- 
sidiary cost ledger. In no other way can it be assured that all these 
accounts will be kept in the required balance. This means that the 
property accounts, including inventories (accounts which are not 
fund resources), should be maintained in a group separately from 
the fund accounts. In the case of the property accounts, the balanc- 
ing equity accounts are the government’s investment in property. 

This is also the simplest practice. Accounts would be arranged in 
such a way as directly to support the financial reports. In fact, the 
reports could be prepared directly from the accounts without the 
use of trial balances. Where there has been failure to follow this 
fundamental principle of governmental accounting, there has been 
confusion, delay, inaccuracy, and excessive bookkeeping effort 
required to produce financial reports, including Section 1311 
reports and reconciliations of costs, accrued expenditures, and 
obligations. 

General ledgers, when maintained, should have the accounts 
maintained in these separately balanced fund groups and property 
groups. Two layers of general ledgers should not be introduced: 
(1) an additional general ledger for all funds and property com- 
bined and (2) the required ledgers for separate fund subdivisions 
and property accounts. The combined general ledger would be 
superfluous as well as expensive to maintain. 

Double-entry bookkeeping, however, is not necessary for all sta- 
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tions. Many have rather simple conditions, and it is possible to 
produce the same data for report purposes more simply by the use 
of a sort of work-sheet record based upon obligation and expendi- 
ture transactions with adjustments for accruals at the beginning 
and end of each fiscal period. 

I hope that this discussion will be helpful to you in keeping up 
to date on what is going on in Washington in the field of military 
comptrollership from a technical standpoint. Naturally, however, 
we must depend upon you people in the field for co-operation in 
the actual installation of systems improvements and making them 
work. I would like to assure you that we attempt to have your 
problems in mind, as well as our own, when we establish require. 
ments for systems improvements. We would welcome views and 
ideas from everybody concerned. And perhaps your Association 
can make a real contribution in helping us all in the financial man- 
agement area to work together toward our common goals. 
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P. L. Douglas 


The Comptroller’s Role 


in an Air Matériel Area 


An Air Matériel Area is a unit which performs the operational work 
for the Air Matériel Command. As the logistics arm for the Air Force, 
it provides for supply, maintenance, procurement, and reclamation of 
Air Force properties. In the United States there are eight such areas, 
each having world-wide responsibility and each specializing in a par- 
ticular weapons system and particular classes of supply. The role of the 
Comptroller's office in an Air Matériel Area can be outlined in terms of 
the functional divisions of the office, namely, Budget, Accounting and 
Finance, and Data Services. The Budget Division compiles the over-all 
budget estimate and after approval makes recommended distributions 
of funds in terms of the operating program. Accounting and Finance 
has the responsibility for maintaining all accounting systems and in 
addition disbursing and collection. Data Services is concerned with 
accumulation of statistics needed for management decisions for both 
logistics support and day-to-day operations of the Mobile Air Matériel 
Area. 


Mr. Douglas is Deputy Comptroller, Mobile Air Matériel Area. 


INASMUCH as an Air Matériel Area is Air Force terminology, 
some time should be given to establishing an understanding of the 
term. The Air Matériel Command, the logistics arm of the Air 
Force, exists solely to support the operating units of the Air Force. 
Readiness is the logistic key to our air power—the right equip- 
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ment at the right place on time—at all times. This must be achieved 
in terms of weapons, aircraft, and missiles, undergoing a constant 
and rapid technological evolution. Therefore, the logistic organi- 
zation is a system in transition. The only constants which we can 
build into it are maximum speed and precision of response as well 
as flexibility in adapting to changing support requirements. The 
Air Matériel Command’s job is to guarantee that the United States 
Air Force has the material it needs, whenever and wherever the 
need may arise. 

As the Air Force’s logistic arm, the Air Matériel Command buys, 
supplies, and maintains one and a half million separate inventory 
items. These range from intercontinental bombers and ballistic 
missiles to ball bearings. They cover the globe. The Air Matériel 
Command’s interest in a piece of equipment begins as soon as the 
need for the item is first determined by the Air Force. This interest 
ends only after the item is used up, condemned to the junk heap, 


or sold for salvage. The Air Matériel Command arranges to have 


the equipment made, maintains and repairs it. 

All this has to do with the Air Matériel Command. But how 
about an air matériel Area? The wheel horse of the Air Matériel 
Command is the Air Matériel Area. The Air Matériel Area per- 
forms the operational work for the Air Matériel Command, in 
that it provides for supply, maintenance, procurement, and 
reclamation of classes of Air Force property. Air Matériel Areas 
in this country specialize in specific weapon systems and certain 
classes of supply. An Air Matériel Area then, is, in fact, the logistic 
arm of the Air Force for the weapon systems and classes of supply 
in which it specializes. This means that for the weapons systems 
and classes of supply in which an Air Matériel Area specializes, it 
buys, stores, maintains, modifies, repairs, issues, and ships for the 
support of the Air Force world-wide. There are, of course, respon- 
sibilities which are limited to a geographical area, as the name Air 
Matériel Area implies, responsibilities related primarily to the 
Air Force installations within the specified area. Most of what 
will be said however, will pertain to an Air Matériel Area’s world- 
wide responsibilities. It should be pointed out here that each of 
eight Air Matériel Areas in the United States has world-wide 
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responsibilities. There is no overlap or confusion because each 
has its own special weapon systems and classes of supplies. 

The Comptroller's office has three divisions—Budget, Account- 
ing and Finance, and Data Services. Inasmuch as money is an 
important consideration, in discussing the Comptroller’s Office, 
the Budget Division should perhaps be discussed first. 

The first area of consideration here will be with what we call 
“Operations and Maintenance Funds.” This is the money required 
to pay the people, temporary duty travel, utilities, maintenance 
of the base, communication, transportation, and so on. These 
funds are provided as one-year appropriations. Budget estimates 
are prepared by each major organizational component based on 
an operating program. The Budget Division compiles the over-all 
budget estimate, prepares the justification, verifies the pricing out 
of the operating program, and submits to headquarters Air Maté- 
riel Command. This procedure is followed in submission of annual 
financial plans in February of each year for the ensuing fiscal year. 

The Budget Division receives the approved financial plan from 
Headquarters Air Matériel Command and makes a recommended 
distribution of funds compatible with the operating program at 
the beginning of the fiscal year. A continuing cognizance is main- 
tained by the Budget Division on the status of operations and 
maintenance funds and necessary adjustments made to project, 
subproject, and/or object class as requirements change. The 
operations and maintenance budget for the Mobile Air Matériel 
Area (MOAMA) for the fiscal year 1960 is slightly over $140 
million. 

The other major type of budget and funding is for central pro- 
curement. This is the money utilized by the Air Matériel Area to 
buy items in their specialized property classes. The requirement 
for funds in this area is arrived at by the Matériel Manager com- 
puting the quantity of each of the items in his property classes that 
is needed for support of the Air Force. This requirement, or some 
portion thereof, is accepted by higher headquarters and becomes 
his procurement program. Funds for this buying come through 
the budget channel and are administered somewhat as the opera- 
tions and maintenance funds referred to earlier. The central 
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procurement program at MOAMA for the fiscal year 1960 is 
approximately $300 million. 

The Accounting and Finance Division has the responsibility 
of maintaining all accounting systems, of which there are many, 
such as cost, stock fund, general ledger, funds or appropriation, 
inventory, and expense accounting. It also has disbursing and 
collecting responsibility. 

In the funds or appropriations accounting operation, there are 
four subject-matter areas; Central Procurement, Matériel and 
Services, Travel and Transportation, and Payroll. Matériel and 
Services, Travel and Transportation, and Payroll are related to 
and concerned with the operations and maintenance funds. These 
activities are responsible for maintaining allotment ledgers, other 
necessary accounting records, preparation of payment vouchers, 
and reporting on status of funds. But rather than dwell on these 
functions we should perhaps move on to the Central Procurement 
Accounting Area, which is directly related to and supports the 
world-wide logistic mission of the Air Matériel Area. 

The allotment of funds provided the Central Procurement 
Accounting activity by the Budget Division is related to the Pro- 
curement Program approval which resulted from the computation 
of requirements by the Matériel Manager—or Property Class 
Manager. As an example of the interworking relationship between 
the Comptroller and the primary directorates at the Mobile Air 
Matériel Area, let me review the processing of a purchase request. 
The Matériel, or Property Class, Manager, based on his stock 
position and demand for an item, determines that he must initiate 
a buy. This he does by preparing a purchase request. This purchase 
request, for a stated quantity of a particular item, must be for 
property related to a previously approved procurement program. 
The purchase request flows to the Comptroller’s organization, 
where it is entered into a purchase request control system. This 
system, operated by a component of Central Procurement 
Accounting, maintains the current status of the purchase request 
from point of origination, through necessary co-ordination, funds 
accounting, and procurement, until an obligation is incurred. 
The system is designed to print out on a daily basis the purchase 
requests that are behind schedule, where in the cycle the delay 
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has occurred, and the number of days of delay. Purchase requests 
flow through Central Procurement Accounting for proper citation 
of funds, then to Procurement. When the buyer is ready to make 
a firm commitment to a vendor, he prepares an administrative 
commitment document which flows to Central Procurement 
Accounting for commitment of funds. When the buyer has entered 
into a contract, a copy is forwarded to Central Procurement 
Accounting for obligation of funds. When delivery of the item is 
made, a receiving report is forwarded to Central Procurement 
Accounting. This receiving report is matched with the invoice 
received from the vendor and the obligating document received 
from Procurement, and a payment voucher is prepared and records 
adjusted to reflect liquidation of the previously recorded obliga- 
tion. The payment voucher, properly certified, flows to the dis- 
bursing activity within Accounting and Finance, where payment 
is made. Thus you can see the role of the Comptroller in the 
procurement of an item of supply required in the logistic support 
of the Air Force. I hasten to add that this is only a bird’s-eye view 
of the Budget and the Accounting and Finance Divisions. 

The third Comptroller Division, Data Services, plays a very 
important role in this support also. Recall if you will a previous 
statement that the Matériel Manager, based on his stock position 
and demand, determines that a buy must be initiated. All property 
accounting records of the Matériel Manager are maintained on 
magnetic tape, and transactions are processed on large-scale elec- 
tronic computers which are operated by the Data Services Division 
of the Comptroller’s Office. All management data utilized by the 
Matériel Manager are output products of these computers. This 
includes not only inventory control data but due in asset data. 
Therefore, the Matériel Manager depends upon the Data Services 
Division for data that leads to the decision to initiate a buy of a 
certain item. Further, he depends on the computer to perform 
much of his stock control and distribution responsibility. Let us 
take the example of a requisition for a quantity of an item for 
which the Matériel Manager is responsible. The requisition we 
will assume is from an Air Force base. The requisition comes in 
over a transceiver network. This means the base that is ordering 
drops a punched card in a transceiver and a transceiver at Brookley 
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Air Force Base punches a card exactly like the one at the ordering 
base. This punched card, which we call a requisition, after some 
screening arrives at the computer in Data Services—and along 
with some 35,000 other transactions each day it, or the data from 
it, is fed into the computer. The computer, having necessary 
master records concerning this item and having been given certain 
instructions, will process the requisition. If certain conditions 
exist, the computer prepares a shipping ticket, a status card to the 
requesting base, updates balances, and in addition prepares a 
financial detail card on each transaction which effects the dollar 
value of inventory in any one of sixty or more general ledger 
accounts. If this is a reimbursable transaction, necessary data flows 
through inventory accounting and then to general accounting for 
billing. The computer not only will back-order any part, or all of 
a requisition if balances dictate, it will also print out notice that 
reorder level has been reached. These examples serve only to illus 
trate that the Comptroller at an Air Matériel Area provides 
support to the operation directorates, not only in funding and 
accounting, but in the daily processing of matériel transactions. 
He also provides management data in the form of status of pro- 
curement program, funds, and inventory position, due-ins and 
due-outs, and the like, upon which decisions are based that deter- 
mine the readiness of the Air Force. The Comptroller responsi- 
bility is an integral part of the day-to-day operation and must be 


performed as a normal part of the document flow and is not | 


something that is separate and apart, which can be accomplished 
at any point in time. Therefore, the changing complexion of the 
logistics system demands an ever-changing, easily adaptable support 
organization that must move forward at the same pace that the 
Air Force logistic system moves forward. 

A brief summary at this point would emphasize that the Comp- 
troller at an Air Matériel Area participates in the day-to-day 
operation to the extent that his organization performs a ‘‘touch” 
task on every document that affects the movement of an item for 
the logistic support of the Air Force—purchase requests, contrac: 
tual documents, receiving reports, invoices, requisitions for mate- 
rial, shipping documents, bills of lading, and the like. The Comp 
troller, in fact, makes a direct contribution to the state of readiness 
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of the Air Force, for his performance, if adequate, helps ensure 
that the right item is at the right place at the right time, and 
conversely if his performance is inadequate it results in improper 
support and an Air Force unprepared to fulfill its mission. 

The Comptroller not only participates in handling documents 
that affect the movement of matériel in support of the Air Force 
and provides management data for decisions regarding this logistic 
support, but the Comptroller’s office also provides support in the 
day-to-day operation of the Mobile Air Matériel Area. For example, 
in the Cost Accounting Area in the Directorate of Maintenance, 
the Comptroller operates a standard cost, work-measurement 
accounting system. Here data is compiled relative to man-hour 
and material cost, comparisons are made of standard hours and 
standard material cost with actual hours and actual material costs, 
variances are highlighted and analyses of variances are made for 
use of maintenance management personnel. The comparisons and 
analysis of variances are compiled at work center, branch, division, 
and directorate levels, including earned-hour reports showing per- 
cent of efficiency at each level of management, both in direct and 
indirect hours. 

In addition to these management products related to the stand- 
ard cost system, operating or cost-based budgets are prepared for 
each major organizational component jointly by maintenance and 
comptroller personnel. Actual costs are compiled, comparisons are 
made of actual with forecasts, and again variances are highlighted. 
Similar systems are in operation in the Directorate of Supply and 
Services and are being implemented in the Directorate of Matériel 
Management. This means that the Air Force is making progress 
in financial management and has in fact established the ground- 
work for implementation of Department of Defense Directive 
7040.1, which requires the utilization of cost-based budgets along 
with a number of other management techniques. 

There are accounting systems which have been mentioned by 
name only, and others which were referred to indirectly. Unfor- 
tunately none have been covered completely. There are many 
data-processing jobs that have not been touched upon at all. 

I have tried to take into consideration that you, as professional 
accountants, know what work is normally performed by a Comp- 
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troller. Rather than to reiterate these things, I have attempted to 
relate the Comptroller’s job to the total mission of an Air Matériel 
Area. The Comptroller at an Air Matériel Area who is charged 
with the responsibility of operating the budget, accounting and 
finance, and data services activities, plays a key role in an Air 
Matériel Area. This is the case not only because he participates 
in the document flow and data processing that causes an item to 
be moved to where it is needed when it is needed, but also because, 
as the operator of the data-processing center, he is the provider of 
management data upon which decisions are made. If management 
data are erroneous or untimely, management decisions are also 
erroneous and untimely, for management data are the stuff that 
management decisions are made of. Therefore, the greatest chal- 
lenge to a comptroller in an Air Matériel Area is to provide sup 
port—for his is indeed a support function—to other organizational 
components with maximum speed and precision of response and 
accuracy that will allow the best possible management decisions. 
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Milton F. Savar 


Benefits of Internal Review 


Internal review is a function designed to provide assurance as to the 
effectiveness of internal control. It consists of periodic surveillance of 
the operations of the accounting system and the related procedures for 
determination that the system is adequately and economically perform- 
ing its functions of recording and reporting financial activities. To 
achieve this end, internal review includes testing of practices and pro- 
cedures and reviewing of operations having major significance. The 
internal review work performed at USASSA is designed to represent 
a preventative audit with the objective of discovering and correcting 
conditions which would otherwise be cited by external audit groups 
such as the GAO and AAA. As a consequence of internal review activi- 
ties, a reduction of external audit effort is accomplished, thus contribut- 
ing to the economy and efficiency of governmental audit work. 

Mr. Savar is Chief, Internal Review, United States Army Signal 
Supply Agency, Philadelphia. 


INTERNAL review had its birth June 2, 1955 in AR 36-5, some- 
times referred to as the Army Audit Agency AR. In that regulation, 
under Paragraph 8, nnn seen of Commanders,” the state- 
ment is made that 


selective reviews and examinations, as a part of internal control, will 
be made to the extent necessary to afford reasonable assurance to com- 
manders that records accurately reflect all transactions and that opera- 


tions are conducted efficiently and in accordance with applicable direc- 
tives. 
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It then goes on to spell out more specifically the type and nature 
of the duties involved. It is interesting to note that, although this 
function is not specifically identified as being internal review, else. 
where in the regulation the statements are made that (a) no separate 
audit organizations (other than AAA) will be established at any 
other level in the Department of the Army except as it pertains to 
audit of nonappropriated funds within respective commands and 
(b) the specific functions enumerated in Paragraph 8 do not con- 
stitute audit. In view of these delimitations, the function is now 
referred to as being that of internal review. 

Two pamphlets issued by Headquarters, Department of the 

Army, spell out in greater detail the nature of the duties and 
responsibilities of Internal Review. In Pamphlet 35-10 dated July 
1956, titled The Comptroller's Guide, internal review and systems 
improvement is identified as a fourth element of internal control 
which is the periodic surveillance of the operations of the account. 
ing system and its related procedures to assure that the system is 
adequately and economically performing its recording and report. 
ing functions. This includes testing of the practices generated by 
the Army’s financial management plan, review of operations of 
major significance and of sensitive or vulnerable areas, such as 
appropriation and fund accounting, procurement operations, stock 
control, and so on. Pamphlet 37-10 dated November 1957 and 
titled Internal Review and Systems Improvement Guide defines 
internal review as follows: 
Internal Review in the Department of the Army is a function which 
provides assurance of the effectiveness of internal control and contrib- 
utes to internal controls. It is concerned with internal controls assoc 
ated with financial management including the financial aspects of 
procurement and custody and use of resources. 


You may now ask, “What is internal audit?” The commercial 
concept of this term, as given by the Institute of Internal Auditors, 
is as follows: Internal audit is an independent checking and apprais 
al activity within an organization for the review of the accounting, 
financial, and other related operations as a basis for protective and 
constructive service to management. It is a type of control which 
functions by measuring and evaluating the effectiveness and prac 
ticability of other types of control. It is a staff service and thus is 
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51 
independent of line operations; and it assists management in meet- 
ing its responsibility to safeguard the assets and financial integrity 
of the organization. It deals primarily with accounting and finan- 
cial matters and other operations associated with the accounting 
system; and secondarily it may report upon other activities of the 
organization incidentally observed during the course of a review. 

AAA defines audit (AR 36-5 of June 30, 1958) as “the independ- 


ent appraisal activity within the Army for the review of financial, 


accounting, and related operations as a basis for protective and 
constructive service to command and management at all levels.” 
GAO, in one of its public pronouncements, making no distinc- 
tion between internal review and internal audit, embraces the 
generally accepted commercial definition and adds: 
The General Accounting Office looks to agency management to carry 
out its responsibility for maintaining systems of internal control, in- 
cluding internal audit. We believe that internal audit should be fitted 
to the needs of each group to be served, and we are stimulating the 
development of the highest standards in internal audit and encourag- 
ing the continued orderly development of existing internal audit 
functions. 


GAO also comments that major agencies having large and diversi- 
fied business-type operations are more likely to need internal 
auditors who are responsible to local management than agencies 
carrying on primarily administrative functions. 

What is the relationship of Internal Review to GAO and AAA? 
First, there are several similarities. In terms of personnel, the men 
who staff these organizations are professional accountants. Most 
of the men are graduates of accounting schools and some are also 
certified public accountants. By Civil Service standards, they are 
all 510 professional auditors. In terms of operating standards, all 
adhere to generally accepted auditing standards as promulgated by 
the American Institute of Certified Public Accountants as well as 
those set forth under Department of the Army regulations. In terms 
of their acceptance of the so-called “‘new look” in auditing prac- 
tices (referred to in private industry as “extended services” and in 
government as “comprehensive” or “functional” audits) both GAO 
and AAA are on record and in actual practice are in full accord 
with this broader management view. At the present time, internal 
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review staffs at installation levels are ‘‘in step” to a limited extent 
only. Aside from this difference in the concept as to the scope of 
internal audit, the major dissimilarity between these organizations 
lies in the reporting level. GAO reports to the Congress and, 
because of this, are more truly “external auditors” than any other 
group. AAA reports to the Comptroller of the Army. Internal 
review staffs report to the installation commander, generally 
through the installation comptroller. 

Having discussed internal review and internal audit, one more 
point remains to be clarified, namely, the relationship of these 
activities to internal control. As a broad concept, internal control 
has been defined as the plan of organization and all the co-ordinate 
methods adopted within an entity to safeguard its assets, check the 
accuracy and reliability of its accounting data, promote operational 
efficiency, and encourage adherence to prescribed managerial poli- 
cies. It is accomplished by these steps: (1) assignment of responsi- 
bilities; (2) written procedures; (3) built-in checks and controls; 
(4) internal review and systems improvement; and (5) internal 
audit. Thus internal review and internal audit are integral parts 
of the broader function of internal control. 

With respect to internal review as it is performed at USASSA, 
we make no pretence as to the nature of our responsibility. 
Although referred to as internal review, we recognize our true 
responsibility to be that of internal audit—and in the extended 
management sense, too. At our Agency, Command looks to the 
Internal Review Section of the Comptroller's Office, assisted by all 
elements of the Agency, to pursue a vigorous program of compre- 
hensive reviews which, will embrace all major functions of the 
Agency. This will accomplish the two major objectives of prevents 
tive audit and reduction of external audit effort. 


PREVENTATIVE AUDIT 


Just like the terms “preventative medicine” and “preventative 
maintenance” conjure up the “ounce of prevention” concept, 9 
here at USASSA we have generated the term “preventative audit” 
When the Agency itself, conducting examinations on a selective 
basis and in accordance with recognized professional standards and 
guidelines, discovers and corrects conditions which would other- 
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wise be cited as deficiencies or irregularities by outside audit groups 
such as the General Accounting Office and the Army Audit Agency, 
the concept of “‘preventative audit” will have become a reality. 
We believe such action by Command’s own audit arm will con- 
siderably reduce or mitigate many adverse findings by external 
groups and thus render an essential and beneficial service to all 
operational elements and staff segments. 


REDUCTION OF EXTERNAL AUDIT EFFORT 


Prior audit examination of Agency activities by Internal Review 

should result in a substantial reduction of the detailed verification 
procedures that might otherwise be considered necessary by exter- 
nal audit groups. This conservation of external audit man-hours 
will yield additional economy dividends to the government. Apro- 
pos of the subject of reduced external audit effort, the following 
pronouncement by GAO is noteworthy: 
An effective internal audit is recognized by the General Accounting 
Office is setting the scope of its own work. GAO may find the internal 
audit work, in some cases, is of such quality as to justify a substantial 
reduction of detailed verification procedures that might otherwise be 
considered necessary. 


Actual public acknowledgments of assists rendered by internal 
review to external audit groups are hard to come by. There are at 
least four instances, however, in which the work of our office was 
cited by such groups as being of considerable value in reducing 
the scope, intensity, and time of their audits. In connection with 
two unliquidated obligations audits GAO expressed its appreci- 
ation for our efforts. In the matter of civilian pay, leave, and retire- 
ment, the GAO representative stated to the commanding officer at 
an exit conference that by virtue of our work papers and reports, the 
time they had scheduled for the job was reduced by at least one 
week. The Army Audit Agency is also on record acknowledging 
the value of our efforts in connection with its audit of industrial 
property accounts. We are, in addition, aware of many informally 
expressed comments thanking our office for its assist in certain 
areas. 

The comprehensive review is the traditional examination with 
a plus factor added. It goes beyond the accounts and their related 
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documentation in an effort to determine how well the activity 
under review has discharged its financial responsibilities. Compre. 
hensive reviews not only call for a determination as to the existence 
and character of controls; reviewers are also expected to pass judg. 
ment on them. Whereas the traditional or conventional review 
has as its primary objective the obtaining of sufficient evidence 
upon which to base an opinion as to the validity or propriety of 
data appearing in financial records and statements (a commentary, 
as it were, on past operations), the new-look review embraces, in 
addition, the objective of securing sufficient and reliable informa. 
tion on which to base an opinion as to whether or not controls have 
led, and in the future are likely to lead, to intelligent, well- 
grounded decisions. The validity of an agency’s expenditures is 
important, but of far greater importance is the wisdom with which 
the resources intrusted to the agency have been applied to the pur- 
poses that have been authorized. Since the auditor is appraising 
the situation from the vantage point of hindsight, emphasis will 
be placed upon the importance of improving future operations 
rather than on criticizing the past. The objectives of comprehen- 
sive reviews include disclosure of any instances of wasteful or 
extravagant procedures and practices, improvident expenditures 
of funds, ineffectual management controls, and generally unbusi- 
nesslike methods in carrying out programs. The review also 
includes the verification of financial statements and other financial 
data where appropriate. 

Adoption of the “integrated-whole” or functional concept of 
review, as it is sometimes called, became a reality at USASSA 
when a reorganization of the Internal Review Section became 
effective in September of 1958. This “new look” into the financial 
aspects of transactions as they flow through the various organiz- 
tional elements of the Agency is destined to accomplish the “pre- 
ventative audit” concept desired by Agency Command. 

Internal Review is now organized into three operating groups. 
Group A is presently covering the stock control activity and will 
later move into the integrated data-processing activity. Group B 
is presently assigned to the F & A operation of the Comptroller's 
Office; it will later go into its funds and budget and programs, 
review, and analysis functions; after that it will review adminis 
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trative services. Group C is presently reviewing financial aspects 
of procurement and will later examine the industrial preparedness 
and quality assurance activities. Our teams are presently emerging 
from the planning and orientation phases into the survey and audit 
cycles of their first activity assignments. The need for completing 
certain account-type reviews, and in effecting a transition from 
this type of examination into the functional review, has progressed 
toa point where we are about to divest ourselves considerably from 
this type of limited review. 

The questions may very properly be asked: “How well has 
Internal Review discharged its responsibilities? How much has 
the Agency benefited from its services?’ Obviously, it is difficult 
to perform an objective self-evaluation in as sensitive an area as 
this one. Yet, as the expression goes, a critical look at one’s self 
may be a good thing, disconcerting though it be. By what criteria 
can these questions be answered; what yardstick or measuring 
device should be used? Would the number of findings and recom- 
mendations made, for example, be a fair index? Hardly. Such a 
quantitative measure certainly is no indication of the quality of 
findings. Even AAA in its annual report of FY 1958 seems to 
recognize this limitation when it qualifies its own tabular presen- 
tation as follows: “One finding, because of its depth and area of 
materiality, may have as serious an impact as several other lesser, 
though important findings.” Perhaps, then, the best way to attempt 
to answer these questions would be to give a brief recital of some 
of the benefits we believe we were instrumental in effecting at 
the Agency. 

In the Comptroller’s F & A Office, in the area of stock fund 
accounting, for example, we feel we made many significant con- 
tributions. These include improved accounting procedural pat- 
terns (one auditor has coauthored a rewrite of Standard Procedure 
37-60-2 “Stock Fund and Financial Inventory Accounting—Home 
Office”), the development of improved subsidiary records, espe- 
cially in the area of accounts receivable, the formulation of better 
techniques for effecting reconciliations of subsidiary ledgers with 
control accounts (an operational assist was given F & A as a result 
of which the balance in the accounts receivable control account 
was reconciled to subsidiary records, and to the best of my knowl- 
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edge it has been kept in balance ever since). Our office was 
instrumental in having installed improved aging procedures for 
accounts receivable as well as improved procedures in connection 
with the application of the surcharge rate which resulted in more 
accurate stock fund billings. 

In the area of unliquidated obligations and commitment ac. 
counting, certain procedural discrepancies, as well as accounting 
errors requiring adjustment, were brought to the attention of the 
activity with resultant correction and changes. In the area of 
civilian pay, leave and retirement (which is an Agency-wide ex. 
amination with F & A serving as the control point) the efforts of 
our office produced greater consistency in following time and 
attendance procedures as well as in improving internal control 
in connection with the system of pay check distribution. In the 
area of military pay, allowance, and leave, our review was instru- 
mental in reducing to an even greater extent the possibility of 
an adverse audit report from the Finance Center. Recently, per- 
sonnel of the Internal Review Section participated in a special 
survey of the Finance and Accounting Office, on behalf of the 
Comptroller, which effort produced recommendations for im- 
proved operating procedures and better internal controls. 

In the stock control activity, Internal Review made several 
examinations in the MAP area which resulted in the development 
of new procedures for improved accounting operations, better 
internal control, and the expediting of billings for MAP ship 
ments. In addition, a review of pricing procedures resulted in the 
establishment of improved pricing practices and thus made for 
more accurate and realistic price determinations; in addition, 
attention was directed to the need for the establishment of better 
controls to account for the receipt of all procurement documents 
on which new prices or price changes are based. 

In the procurement activity, reviews to date by the Internal 
Review Section have been relatively limited. We have performed 
examinations, however, in all branches of Procurement’s Property 
and Administrative Division. As a result, better internal controls 
have been established. Administrative Service has been the bene- 
ficiary of our examinations in such areas as station supply, com- 
munication services, imprest fund, transportation and traffic man- 





agen 
accol 
Self-! 


was» 
mani 
at th 

In 
incid 
requi 
expo: 
only. 
in cc 
track 
in th 
of tra 
and — 
Depu 
appre 

Lit 
and | 
Monr 
contr: 
Office 
and t 
USAS 
dustri 
also | 
count 

Am 
Tespor 
AAA 
stallat 
and p 
teams 
held i 
and 1 
theret 
Comn 





‘Or 
yn, 


nts 


ied 


‘ols 
ne- 


BB 





INTERNAL REVIEW 57 


agement, and station property books maintained under informal 
accountability by responsible property officers (RPO’s), and the 
Self-Service Supply Center. In this latter area, Internal Review 
was jointly responsible for the development of the accounting 
manual and the subsequent installation of the accounting system 
at the Supply Center. 

In the relatively new area of integrated data processing, which 
incidentally poses many complex audit problems, and which will 
require considerable academic training and actual on-the-job-site 
exposure, Internal Review has participated to a limited extent 
only. One of our auditors rendered an operational assist to IDP 
in connection with the review of error listings in an effort to 
track down the causes thereof. Another auditor has been active 
in the Application and Analysis Division, assisting in the audit 
of transaction and balance reporting between depot 650 computers 
and USASSA’s 705. In recognition of this valuable assist, the 
Deputy for Integrated Data Processing Activity expressed his 
appreciation to our office. 

Limited reviews have also been performed at USASSA regional 
and field offices. The Laboratory Procurement Office at Fort 
Monmouth has been examined in connection with completed 
contracts and industrial property. The Mid-Western Regional 
Office has had examinations in industrial property, transportation, 
and traffic management and civilian pay, leave, and retirement. 
USASSA’s Ft. Huachuca’s Procurement Office has had two in- 
dustrial property reviews and the Western Regional Office has 
also been examined in connection with industrial property ac- 
counts. 

Among other things, Internal Review is charged with the 
responsibility for acting as Agency Liaison between GAO and 
AAA audit teams. During the course of the GAO and AAA in- 
stallation audits at USASSA, our office served as monitor at monthly 
and periodic meetings held between members of the external audit 
teams and USASSA’s operating personnel. These meetings were 
held in order to review, amend, and summarize tentative findings 
and recommendations submitted as well as Agency responses 
thereto. Our office also submitted monthly progress reports to 
Command, containing, in digest form, the items discussed at each 
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meeting. Another responsibility discharged by this office has been 
the follow-up and control of implementative action taken by 
activities in response to external audit findings and reporting 
the status thereof to Command. 

Not to be forgotten are audits of USASSA’s three nonappro- 
priated funds and reviews of miscellaneous accounts such as Blue 
Cross, the Executive Association, and the Officers’ Wives Club. 
Since greater emphasis is being placed on functional reviews, we 
have recently reduced the frequency of nonappropriated fund 
audits to annual instead of semiannual intervals as heretofore. 

Internal Review has always recognized the importance of par- 
ticipating in and insuring continuous exposure of its staff to 
timely technical developments in the accounting and auditing 
fields. Accordingly, our members have participated in two sym- 
posia of depot, OCSigO and USASSA auditors; we were host last 
October to the second symposium of internal review staffs of 
federal agencies in the Philadelphia area; members of our staff 
attended two symposia given under the auspices of the local 
chapter of the Federal Government Accountants Association. In 
addition, personnel of Internal Review attended certain evening 
courses in the audit aspects of electronic data-processing machines 
sponsored by several of the manufacturing companies in our city. 
Participation by staff members in all of these activities has been 
motivated by two basic considerations: First, we recognize that 
as professional auditors we must strive continuously to improve 
our auditing knowledge and skill. Secondly, we intend to be 
counted among those who aim to improve financial operations 
in the federal government by contributing to the advancement 
of accounting principles and conventions and of auditing standards 
in their application to the operations of the federal government, 
and thus render public service in consonance with the highest 
standards and traditions. 

The extension of the services of the auditor beyond the tradi- 
tional boundaries has taken place and will continue. The auditor 
is commencing to point the way, rather than merely to record 
notes on history. He is beginning to realize that influencing results 
is a far more important and challenging function than solely 
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59 
analyzing them. He is avoiding the narrow technical approach 
and is thinking in terms of what figures represent to aggressive 
and efficient management. 

How does this philosophy affect and influence the plans and 
objectives of Internal Review at USASSA? First, Internal Review 
looks to a harvest of dividends in the form of major and significant 
findings and recommendations from the arduous efforts it is pres- 
ently making in its three-pronged functional approach at the 
Agency. It aims, to the maximum extent possible, to bring to 
fruition the objective of “preventative audit’ described earlier. 

One of the major audit problems with which we are confronted 
is the review of the industrial revolution’s most recent prodigy— 
the electronic data-processing machine. What new procedures 
will be required to audit electronically produced accounts? To 
what degree will we be able to rely upon the familiar procedures 
used in the past? What features of internal control should we 
suggest for our agency’s computer system? To what extent must 
we understand the technical mechanics of the computer? The 
final answer to these and other questions will, of course, be de- 
veloped from experiences in reviewing computer results. The job 
that lies ahead is vast, fluid, and challenging, but I am confident 
it will be effectively accomplished. Continuous training, study, and 
exposure to actual experiences will provide the key to this new 
management tool. 

The Army’s cost-accounting system (SCMS) is still in the “grow- 
ing-pain” stage. This area will require a careful development, 
and it is our hope that some of our findings and recommendations 
will lead to improved and simplified operational standards. 

Another area which will require an additional amount of review 
is that of government-furnished property. The introduction of 
financial accounting for industrial fixed assets (1700 series accounts, 
FAFA program), with its requirement for recording dollar value 
of government real property, plant equipment, and production 
equipment in the hands of contractors for the performance of 
their contracts, has increased the importance of the activities of 
the property division of the procurement activity at USASSA. 
Accordingly, closer review of this function is necessary in order 
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to ensure that proper methods of evaluation are instituted, ade- 
quate accounting records are maintained, and accurate reports 
furnished higher authority. 

There is a need for a closer liaison between auditors at OCSigO, 
depots, overseas branches of the stock fund, and USASSA. GAO 
and AAA obtain from their branch offices information which 
funnels into a central clearing house (headquarters) and which 
is then distributed to their operating audit teams in the form 
of program guide lines or check lists. This explains why in many 
instances, a tiny residency or a small audit team can, with such 
relative ease and seeming omnipotence, point the finger at some 
major vulnerable operating area. Since all the technical services 
of the Army are, by their very nature, a chain-type operation, a 
weakness discovered in any one of the links, is likely to find its 
counterpart in many of the others. For example, if AAA discovers 
a weakness in accounting for unliquidated obligations at an arsenal 
of the Ordnance Corps, the audit step deemed likely to unearth 
its presence (if it exists) will not only be used at other Ordnance 
installations but will also be transmitted and incorporated into 
the programs of audit teams operating at installations of the six 
other technical services. GAO could even project this new audit 
step into other non-DOD federal agencies where similar conditions 
could be expected to prevail. 

Because of this operating pattern, it seems to me that it very 
much behooves us to emulate this technique ourselves, as far as 
possible, so as to enable us to correct our deficiencies before we 
have them corrected for us, in public (so to speak) by external 
audit. We must be able to look objectively at our own weaknesses 
and share our experiences and problems with one another. Only 
in that way will the true meaning of “preventative audit” be 
attained. There is need for a program of more frequent exchange 
of visits, for a freer sharing of experiences, for discussion of problem 
areas, and for development of a central clearing house of internal 
review information in order to reduce the extent of external 
audit criticism. 
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William L. Campfield 


Broader Dimensions for the 


New Internal Auditing 


The concept of the internal auditor’s function has in recent years 
grown far beyond the narrow confines of technical accounting. As in 
the case of any professional group, however, internal auditors must 
accept responsibility for continued growth in the form of increased 
scope as well as quality of services offered. Their objectives must be 
directed at the heart of the management process and should embrace 
assistance to management in designing and improving the enterprise 
image and in devising or improving means for effective communication 
of this image. Specifically, internal auditors may render valuable assist- 


| ance to management by facilitating planning for long-term growth and 


services, counseling on design of structural and responsibility organiza- 


| tion, and improving the enterprise communication system. 


Mr. Campfield is Staff Manager, Western Region, U.S. Army Audit 
Agency. 


ONE of the distinctive aspects of the growth of professionalism 


_ in the United States is the willingness of members of the various 


professions to accept voluntarily the responsibility for expanding 
their knowledge, skills, and judgment, and for constantly enlarging 
the dimensions and quality of services offered by individual mem- 
bers and by a professional group as a whole. In the field of 
internal auditing, the new concept of professional responsibility 
espoused by the Institute of Internal Auditors and by its leading 
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spokesman is concrete expression of the need and opportunity 
to expand internal auditing functions and activities beyond the 
narrow confines of technical accounting. As Arthur Kent has so 
frequently and aptly articulated, “the progressive internal auditor 
has glimpsed broader horizons.” 

Notwithstanding the progress achieved by internal auditors in 
recent years, this writer believes that additional attention and 
effort needs to be devoted to focusing the objectives of internal 
auditing more closely on matters that lie at the very heart of the 
management process. The distantly glimpsed broader horizons 
should embrace as a minimum a vision of broader and more 
qualitative counsel and assistance to management in designing or 
improving the enterprise image and in devising or improving 
means for effective communication of this image to workers, 
customers, and all other parties having legitimate interest in the 
affairs of the enterprise. 

In consequence of the writer's belief, this article draws the 
broad outline of significant management areas in which the ex- 
perienced-oriented techniques of auditing can be directed more 
intensively in helping a management develop and sustain an 
enterprise image or character expression that creates confidence 
in any product, service, or action bearing the name of the enter- 
prise. Counsel or assistance by the internal auditor in these areas 
will in large measure bring him into the arena of predecision 
idea exchange with the top hierarchy of an enterprise. 

It should be remembered in reading the balance of this article 
that the internal auditor’s ascension to a higher pinnacle of man- 
agement service must be based upon an empirical approach. He 
must first assure himself, and the management which he serves, that 
he has established and currently maintains a system or method 
which: (1) furnishes him information regarding the enterprise's 
policies, plans, organizational structure, standards, and actual 
performance of sufficient depth and breadth to permit adequate 
testing of enterprise operations, (2) results in his actually testing 
representative operations to determine whether they are being 
carried out as prescribed by management, and (3) results in his 
evaluating the validity and effectiveness of prescribed policies, 
plans, and action programs. 
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With respect to the foregoing, the integrated content of the 
internal auditor’s enlarged service can be visualized as a pyramid 
in which the foundational portion of the structure represents the 
auditor’s highly knowledgeable skill and judgment in examining 
and analyzing accounting and related operations of the enterprise; 


in which each ascending tier of the structure represents the 


auditor’s additional knowledge and skill in reviewing and apprais- 
ing important nonaccounting aspects such as project planning, 
engineered standards, flexible budgets, resources utilization, and 
the like; and in which the pinnacle of the structure represents 
the auditor’s co-ordinated knowledge, skill, judgment, and per- 
spectives regarding the basic purposes, plans, programs, and long- 
range mission of the enterprise. 

It is not deemed essential to the development of the theme of 
this paper to devote attention to the details of the technique to 
be used by internal auditors in rendering the proposed wider 
service to managements. Nor is it deemed necessary to discourse 
at length on fundamentals of management planning, organization, 
and communications, since the conventional aspects of these mat- 
ters are amply covered in the various publications which are readily 
available. 


FACILITATING THE PLANNING FOR LONG-TERM 
GROWTH AND SERVICE 


It is a commonplace in mid-twentieth century that the long- 
range continuity and profitableness of a large-scale enterprise 
depend on the skill and timeliness with which its management 
achieves a delicate balancing and synchronization of the economic 
and human values affecting the enterprise. The rights, duties, and 
rewards of the many people who comprise an enterprise, do busi- 
hess with it, or have a responsible interest in it must be considered 
by management within the policy, structural, and operational 
framework of the enterprise. Ineptness by a management in this 
regard could have disastrous long-range effects both for the en- 
terprise and for society as a whole. 

Since the well-trained and skilled internal auditor has ex- 
perienced a wide and diversified range of economic transactions 
and business viewpoints, he is well equipped to aid a management 
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in the formulation of policies and decisions. Accounting method. 
ology and auditing techniques which he normally uses to accu 
mulate and communicate economic facts about an enterprise can 
be expanded into an instrumentality for promulgating policy, 
plans, and programs. 

Three specific areas of planning in which internal auditors can 
expand their services to management are discussed in the following 
paragraphs. They are: (1) assisting in the construction of the 
framework or mold of the long-range plans which establish the 
institutional characteristics of the enterprise and its more or 
less permanent image, (2) establishment of the mechanisms and 
environment by which and in which flexible, constructive plan. 
ning is continuously initiated, reviewed, and adjusted to accom- 
modate changes in enterprise operations and growth, and (3) 
accumulating and analyzing relevant basic data and screening 
alternative plans for the purpose of assuring that top management's 
decision making is directed expeditiously toward well-conceived 
and important alternative courses of action. 

The long-term objectives and broad policies of an enterprise 
furnish the framework from which all management decisions are 
drawn. Clearly formulated statements of these “basics” serve asa 
unifying guide in determining specific period and project plans 
and programs, in selecting resources, and in conducting and 
evaluating operations. Included in such statements should be 
concise and positive delineation of such important factors as: (I) 
the industry and societal leadership level sought by the enter. 
prise (this determination will materially influence the diversifica- 
tion and quality of product or service, size and scale of plant, 
pricing policies, labor relations, community activities, and so on), 
(2) the degree to which the enterprise will emphasize dynamic 
or stability in operations, and (3) the broad aspects of administra 
tion to be practiced (e.g., centralized or decentralized administra- 
tion, type of key administrators and other personnel, kinds. and 
range of advance planning). 

The well-versed internal auditor can be especially useful in 
synthesizing accounting, economic, and other statistical data which 
top management can utilize in constructing the basic policy and 
mission framework. In the case of a fairly new enterprise or al 
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established one which proposes to alter its corporate image 
materially, the auditor’s initial contribution could be the system- 
atic development of data regarding prospective demand for pro- 
ducts or services of the industry as a whole, factors affecting key 
supply sources, trends and changes in competitive conditions 
within the industry, and pro forma estimates of the relative 
standing of the enterprise with respect to share of markets, cost 
position, and competitive strength. 

With respect to the process of formulating long-range objectives 
and goals, it is important to note that at some point the manage- 
ment of a growth enterprise must determine the definite role the 
enterprise will play in the economy, the specific mission the 
enterprise will undertake on a long-term basis, and the paths 
which rationally lead to continuously profitable and socially use- 
ful accomplishment of that mission. These determinations usually 
represent the initial definitive stage of development of the in- 
stitutional character or image of an enterprise. Since the modern 
concept of planning is tied to the notion of influencing events to 
happen that otherwise would not occur, it is obvious that the 
internal auditor who furnishes substantial assistance to manage- 
ment in constructing the matrix for long-range planning will have 
made an important contribution toward giving the enterprise 
greater influence over its own destiny. 

The second major area of policy making and planning in which 
the auditor can extend his usefulness is that of aiding in the 
establishment of adequate mechanisms and an enterprise environ- 
ment which ensure continuous, effective long-term and short-range 
planning, review and analysis of such planning, and timely syn- 
thesis and adjustment of plans to take advantage of social and 
technological changes and innovations. 

Paradoxically, effective control of the over-all planning process 
tequires that top management (and the internal auditor to the 
extent that a significant portion of his time is devoted to counsel 
and assistance in the planning sphere) must free itself from routine 
decision making in order to concentrate on the larger and more 
important task of plotting the long-range future. To be sure, the 
attainment of the required freedom is no easy task. Top manage- 
ment may have to take carefully considered risks and divorce itself 
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almost completely from the actual routines of planning and acti. 
vation of specific plans. However accomplished, if top management 
is to achieve the freedom of thought so essential for conceiving 
the premises that underlie all planning it must have prior assur. 
ances that the enterprise has a soundly devised and operating 
organizational scheme, an effective system of control, appraisal, 
and measurement of actual operations, and above all has full 
qualified and imaginative personnel in all key positions. 

One of the most important reasons for planning is the oppor. 
tunity to profit from anticipations of technological, political, and 
social changes which affect an enterprise. In order to take ad 
vantage of innovations and thus guide them along constructive 
lines, the management of an enterprise must “plan its planning’ 
in a way to achieve flexibility of the type of military plans. The 
latter normally consist of a long-term and broad strategical plan 
and the alternative courses of action or tactics that must be under 
taken to meet requirements of temporary interim development 
without abandoning the basic long-range program. In somewhat 
analagous fashion, an enterprise management must arrange it 
over-all planning schemata in a manner to permit quick tactial 
maneuvers, where required, within the broader policy or strategy 
framework. 

The internal auditor might well assist top management in 
establishing an orderly system and allocation of responsibility 
down the line for design of plans, progress review of plans in 
action, and postaction evaluation of the effectiveness of the plans. 
The over-all planning schemata would appropriately distinguish, 
both as to content and responsibility, the substantive planning 
involving broad enterprise policies, missions, and goals and the 
procedural planning associated with programing and scheduling 
specific projects and work detail. 

Inasmuch as the internal auditor’s conventional audit examina 
tions will have given him close contact “across the board” with 
personnel and activities of the enterprise, he should not experienc 
much difficulty in helping top management create an action 
centered planning climate from the top down. Important element 
to be delineated in creating this climate are assignment to each 
key individual in the organization some specific time-phased patt 
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of planning, the grant of clear-cut authority commensurate with 
responsibility, and the establishment of strict accountability for 
accomplishment of assigned planning. 

The internal auditor can also furnish valuable counsel and 
assistance to top management in providing leadership, planning 
“know how,” and supervisory control of the planning activities 
of lower management echelons. The conventional internal audit 
of a large-scale enterprise requires considerable advance planning. 
Advance determinations have to be made with respect to scope 
of coverage, timing of examinations, and staff requirements and 
assignments. Also, control and supervision of widely spread work, 
and evaluation of actual work in light of managerial significance 
must be carefully planned in advance. Accordingly, the internal 
auditor having primary responsibility for planning and controlling 
such audits gains an experience which makes him a strong choice 
to assist top management in designing, improving, and controlling 
the over-all enterprise planning system and methods. 

The third significant area of enterprise policy making and 
planning in which the internal auditor can be of inestimable 
assistance is that of developing or improving the actual decision- 
making process. Much has been written in recent years about the 
nature of decision making and the modern scientific methods 
available to management for making decisions. Nonetheless, this 
writer believes that the element of mature judgment, so essential 
to substantive decision, has not been sufficiently stressed in the 
plethora of literature. Moreover, the frequent emphasis on the 
mathematical or statistical aspects of decision making has influ- 
enced an inordinate amount of “decisions by formula.” In these 
circumstances, the seasoned internal auditor might well serve as 
the catalyst in the management effort toward improving the quality 
and adequacy of decisions. 

As mentioned in earlier paragraphs, top management must 
have prior assurances that it has a reasonably effective organiza- 
tional plan and qualified personnel in key positions. It is also to 
be expected that as a result of top management’s establishment 
of criteria for planning and decision making and the assignment 
to key personnel the responsibility for developing specific portions 
of the enterprise’s over-all planning there will be prepared for 
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management’s consideration a series of detailed alternative period, 
project, and related plans. The internal auditor can be particularh 
helpful to top management in assuring that there is an adequate} 
operating scheme or system for producing acceptable alternatiy 
action plans. He can also be useful in advance screening or analy. 
sis of submitted plans in order to minimize the number of alter. 
native courses of action which top management may be required 
to review in detail before arriving at long-range decisions. 

It is a well-known dogma that in modern large enterprises ther 
are numerous plans or programs proposed, any one of which ma 
work reasonably well and result in a profitable venture. It is fa 
more important to the welfare of the enterprise that a judicis 
and timely selection be made of one of the alternative plans ani 
job performance started than to prolong analysis and deliberation 
until the last shred of doubt has been removed as to which pla 
is the most desirable or most profitable. In this connection, the 
internal auditor could assist in speeding up the decision-makin 
process by reviewing or supervising the review of each of the major 
alternative plans prior to submission for final decision by to 
management. His review and analysis should result in his pi 
pointing for the attention of management those alternative plan 
or strategies the predicted outcomes or consequences of which 
most closely matched management’s predetermined scale of pret 
erence or desirability. Final selection of the plan or strategy to 
be activated could then be made by management expeditious) 
and with assurance that all worth-while alternatives had received 
adequate advance review and consideration. 

In concluding this section of the paper, it is well to remind our 
selves that the long-range plans of an enterprise when viewei 
diagrammatically at any particular point of time will appear asi 
vast cobweb of interrelated short-term and long-range prediction 
and anticipations as to sales, production factors, resources, per 
sonnel relations, and so on. Top management has the difficult 
yet compulsive, responsibility for anticipating the shape and cot 
tent of future events which will affect the enterprise. Moreover, 
management must exert every informed effort to influence the 
environment in which the enterprise operates, not merely adap 
the enterprise to the existing environment. 
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The progressive internal auditor’s greatest opportunity for in- 
creased service to top management is likely to be fulfilled in 
presenting the key information needed for major decisions in a 
way that the hierarchy can understandingly grasp required facts 
early and make decisions quickly and confidently. 


COUNSELING ON DESIGN OF STRUCTURAL AND 
RESPONSIBILITY ORGANIZATION 


Effective accomplishment of planned objectives and programs 
depends upon effective organization of an enterprise. Consequently, 
it is deemed worthwhile to consider briefly the manner in which 
the internal auditor might aid management to improve the 
structural and personal aspects of enterprise. The desiderata of 
service in this regard would be assurance that decision making 
throughout the enterprise is responsive to the objectives, goals, 
and broad plans formulated by top management. 

In many of the traditional areas of organization structuring 
(e.g., construction of organization charts, manuals, guides; organ- 
ization and methods review and analysis), the internal auditor 
will, in the course of conventional audit, make constructive 
recommendations for improvement of the form and to some 
extent the substance of organization authorizations and controls. 
The proposition is herein advanced that the auditor is equipped 
for and should go beyond recommending changes in the cold shell 
of organization structure and formal relationships. His added 
counsel should point the way for management to adapt organiza- 
tion to the long-range capabilities and insights of the individual 
people who can and will continuously produce optimum profit 
and well-being for the enterprise. 

Only the very top hierarchy in most organizations can make 
decisions without frequent reference to precedents or “the organ- 
ation book.” It is essential, therefore, that the organization’s 
environment for decision making is such that each member of the 
organization who is required to make decisions is provided with 
stable expectations regarding the behavior of other individuals 
involved in the decision-making process, and is furnished timely 
and adequate information needed to make acceptable decisions. 
The internal auditor might appraise the organizational structure 
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to assure management that functional activities have been appro. 
priately identified, responsibilities have been clearly enunciated, 
and required authority and individual and functional relationship, 
have been adequately established. In addition, the auditor can 
further serve management through closer analysis and evaluation 
of the adequacy of organization for decision making and the com. 
munication of decisions down the line. The auditor’s assistance 
in improving the enterprise communications system will be dis 
cussed in a following section of this paper. 

A few of the specific areas in which the internal auditor can 
accumulate factual background data and otherwise assist manage. 
ment in effectively organizing for decision making are the follow. 
ing: (1) ascertaining the major kinds of decisions that need to 
be made, (2) determining the organizational level and the in. 
dividual responsible for each major kind of decision, (3) identify. 
ing the enterprise activities and personnel affected by each major 
kind of decision, and (4) determining the key personnel who 
need to be informed after each major kind of decision is made. 

Since each major decision usually affects numerous enterprise 
activities and the several decisions interact and are interrelated, 
top management and its advisors should take particular care to 
assure that the decision-making schemata is constructed so that 
decisions will be made as close to the scene of action as possible 
and at a responsibility level high enough to assure that all 
activities affected are appropriately considered. 

Prior to concluding this portion of the paper, it is relevant to 
note that the internal auditor’s opportunity to aid management 
in improving organization for decision making is accompanied 
by complexities and difficulties. Major decisions regarding the 
future course of an enterprise involve a high incidence of risk 
taking on the part of each responsible member of the management 
hierarchy. At best, the internal auditor can help construct only 
a limited number of models or “‘books’” to be used as points of 
reference by the people who are charged with the responsibility 
of making decisions. 

In the final analysis, the internal auditor can make a valuable 
contribution toward better management when he actively assists 
in designing a structural and responsible organization that: (I) 
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prof logically facilitates the making of timely and adequate decisions, 
ted,f (2) assures that individuals with required training, background, 
rips— and attitudes are likely to be attracted to responsible positions, 
canf and (3) ensures that sufficient flexibility has been built into 
tion f organizational arrangements to permit top management to take 
om-— advantage of the best features of informal organization and in- 
ince} dividual initiative. 


AID IN IMPROVING THE ENTERPRISE 
an COMMUNICATION SYSTEM 


age. In today’s monolithic enterprises there is typically a wide gap 
low-— between the top administrators and the workers down the line. 
d t§ Since the latter group is the one which must actually perform 
» inf the work envisioned in management’s policies, plans, and pro- 
tify. F grams, it is obvious that management needs to assure itself that 
ajor f the meaning as well as the form of its messages is being adequately 
who — communicated. 

jade. Management generally encounters little difficulty in devising 
pris f a reasonable effective system and media for physically transmit- 
ated, f ting information throughout the enterprise. It encounters problems 
re tof basically in two areas: (1) assuring that in the downward flow 
that f all important plans and policy messages get to the people who 
sible} need them in sufficient time to be used as a basis for action and, 
t allf as a corollary, that there is a reasonable meeting of minds all 
the way down as to the meaning of the messages, and (2) assuring 
nt tf that in the upward flow important information required by top 
ment — management for policy making and control is not improperly 
nied F siphoned off at various subordinate levels. 

; the} During the past decade or so internal auditors have accepted 
‘tisk f the premise that their contact with personnel at all organizational 
ment f levels represents an excellent opportunity for promoting enter- 
only} prise communication. This premise is validated to the extent 
ts of F that the internal auditor does in fact informally explain to workers 
pility the policies and reasons underlying particular projects and, in 
turn, relays to management valuable comments and suggestions 
uable f from workers. The auditor also has the opportunity for and 
ississ Usually includes as part of his conventional audit examination 
: the testing of the adequacy of communication methods, media, 
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and arrangements currently in use by the enterprise. For example, 
it is fairly standard practice for internal auditors to make inquiry 
and test the methods by which supervisors transmit orders and 
instructions to workers, the methods and media used by various 
levels of administration and supervision to disseminate policy and 
other information, the methods and media used in job training, 
and so on. 

In addition to the foregoing ways in which the internal auditor 
may offer constructive information and recommendations to man- 
agement, this writer proposes that the auditor go a few steps 
farther and work actively with top management in developing 
a clear-cut philosophy of communication for the enterprise. A 
first consideration in developing a workable philosophy is a clear 
understanding at the top management level of the kinds of infor 
mation that must be communicated expeditiously and meaning 
fully to workers if optimum joint action and participation is to 
be achieved. This particular consideration was touched upon in 
the preceding section in connection with discussion of planning 


the decision-making apparatus of an organization. A second con- 


sideration in developing the philosophy is the assurance that each 
key member of the management hierarchy has or will acquire 
early an understanding and sensitiveness to the ways in which 
ideas and motivations are communicated from one mind to 
another. Obviously, little difficulty is to be expected in com 
municating fairly standardized and routine ideas, instructions, 
and the like. 

As mentioned earlier, the internal auditor’s customary contact 
with enterprise personnel and activities should permit him to 
accumulate a wealth of information which will be useful to map- 
agement in pinpointing the kinds of data that should be dis 
seminated and the people in the enterprise who are required t0 
have them. It is also likely that the auditor in the course of his 
traditional audits will obtain valuable clues regarding the specific 
media and the specific policy and other information which are 
not being properly understood and interpreted down the line. 
It is believed, however, that the auditor must acquire additional 
skills and insights before he can contribute the full measure of 
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his potential assistance to management in the area of communica- 
tions. As a minimum, he must acquire sufficient added familiarity 
with the fundamentals and basic techniques of motivational theory 
as will permit him to synthesize and integrate the findings of 
personnel administrators and “humanation” specialists with other 
relevant data which he develops on his own initiative. 

The emphasis in the foregoing discussion has been placed 
purposely on ways of improving the internal communication 
system of the enterprise. To be sure, the philosophy and the 
methodology underlying external communication, i.e., with cus- 
tomers, creditors, general public, and the like, must be soundly 
conceived and practiced if the enterprise is to enjoy long-lived 
productivity. The writer believes that the latter subject (and the 
extent to which the internal auditor could or should render 
assistance in this regard) deserves a fuller discussion than would 


be relevant in this paper. 


In concluding this section, we may generalize that communica- 
tion is a valuable attitude and skill to be used by a management 
in creating productive and profitable understanding throughout 
an enterprise. It has been fairly well established that human 
beings have a high degreé of native creativeness and that they 
wish to co-operate with others in translating this creativity into 
things useful to many people. Consequently, it is an important 
tak of the management of an enterprise to communicate its 
objectives, goals, plans, and programs to all individuals in the 
enterprise in language that not only is clear and concise but 
expresses a definite spirit that identifies the well-being of the 
enterprise with the intelligence, capacity, and well-being of each 
individual who must carry out the directions of management. 

A considerable portion of the internal auditor’s background 
and experience has been focused upon communicating economic 
ideas to others through the medium of accounting, auditing, and 
statistical reports. With a minimum of additional study and ex- 
perience with the theory and techniques used in the broad fields 
of communication and motivation, he should be eminently qual- 
ified to help a management make substantial improvements in 
the communication philosophy and practices of an enterprise. 
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AN OVERVIEW 


A significant phenomena of our times is the emphasis by modern 
management on long-term planning and related scientific organ. 
ization to accomplish planned objectives and on the development 
of broader concepts and skills in directing, guiding, and rewarding 
the efforts of the individuals who comprise an enterprise. This 
dual emphasis, especially in large-scale enterprise, is overt recogni- 
tion by professional management that the over-all effectiveness 
of management itself is measurable only in terms of the long-range 
productive contribution to society by the amalgam of plant and 
people being managed. 

This paper has presented the framework of an approach whereby 
the top management of an enterprise and its related internal audit 
specialists can work in concert to refine and improve the environ 
and the machinery for formulating enterprise policies and plans, 
effectively organize the decision-making schemata, and commuii- 
cate policies, decisions, and other information expeditiously to 
all responsible individuals within the enterprise. 

Wise managers avail themselves of all reasonable and practical 
assistance they can muster to attain the overriding objective of 
molding and influencing the destiny of their respective enter 
prises. This writer believes that broadly trained and visioned 
internal auditors have an unparalleled opportunity to assist and 
counsel management in this respect. The time is more than ripe 
for internal auditors to transcend the narrow range of merely 
serving as “fact gathers” and “reporters” and proceed with all 
deliberate speed toward properly equipping themselves and offer 
ing their services to management in the more interesting and 
productive areas of broad policy and ideology formulation. 
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Timothy E. Russell 


Technical Accounting 


Developments 


GUIDELINES FOR ADP EQUIPMENT 


THE Bureau of the Budget transmitted to the executive agencies, 
as an attachment to its Bulletin No. 60-6 of March 18, 1960, 
“Guidelines for Studies to Precede the Utilization of Automatic 
Data Processing Equipment,” 13 pages. These guidelines were 
prepared by a task force of the Interagency Committee on Auto- 
matic Data Processing, accepted by the Committee, and submitted 
to the Bureau of the Budget with the recommendation that they 
be published for the guidance of all concerned. The Bureau 
believes that they will be valuable for all agencies contemplating 
or planning to use ADP systems. 

Experience to date in the acquisition and utilization of ADP 
equipment has demonstrated that a thorough analytical study 
should be conducted before decisions are made relative to the 
economic and operational feasibility of any ADP application. 
Studies of this nature have in the past been referred to as feasi- 
bility studies. These guidelines provide for systems analysis to 
follow a preliminary analysis or “feasibility study.” 


FINANCIAL MANAGEMENT INSTITUTE 


The Civil Service Commission conducted a five-day Financial 
Management Institute in Washington from April 25 to 29 and 
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again from May 16 to 20. A third session is scheduled for October, 
Two previous sessions were held in September and October 1958, 

The April and May sessions were each attended by about one 
hundred and fifty selected federal employees and officials engaged 
in performing duties of a financial management nature in the 
various executive agencies in Washington and the field. The topics 
covered included the interrelationships of financial management, 
budgeting, accounting, reporting, internal auditing, and improve. 
ment of financial management. Each topic was presented by lectures 
followed by group discussions. 

The Advisory Committee, which assisted the Civil Service 
Commission in developing the Institute, had the advice and 
assistance of financial officers of seventeen federal agencies in 
formulating the objectives and content of the program. The main 
objective of the Institute was to provide personnel engaged in 
each of the component fields of federal financial management 
with an opportunity to broaden their understanding of the other 
phases of financial management and of these operations as a whole. 


A group of forty-one policy-making officials from nineteen agencies | 


served as lecturers and discussion leaders. 


BASE PERIOD FOR INDEX NUMBERS 


Bureau of the Budget Circular No. A-28, May 10, 1960, estab- | 


lished the three-year period 1957-1959 as the standard reference 
base period for general purpose index numbers prepared by federal 
agencies. This change in the base period is to be effective with the 
January 1962 indexes where feasible. Conversion of each index 


to the new reference base is to be carried back to the beginning | 


of the index if possible. 

It has been government practice to establish a standard refer- 
ence base for use by federal agencies, subject to revision approxi- 
mately every ten years. The base-period 1935-1939 was established 
in 1940. In 1951 the period 1947-1949 was adopted as the new 
reference base. 


TRAVEL REGULATIONS 


The Bureau of the Budget has amended Standarized Govern 
ment Travel Regulations, Circular No. A-7, with respect to the 








maxi 
rand 


ment 
airpl. 
the 1 
tions 
total 
com1 


er, 
58, 
ne 


the 
dics 
nt, 
yve- 
Tes 


vice 
and 

in 
ain 


ent 
her 
ole. 
cies 


tab- | 


nce 


dex 
ring 


ofer- 
‘OXi- 
shed 


new 


. the 








TECHNICAL DEVELOPMENTS 77 


maximum allowances for airplane travel (Transmittal Memo- 
randum No. 15, May 16, 1960). The principal effect of the amend- 
ment is to encourage increased use by government travelers of 
airplane accommodations designated “air coach,” “air tourist,” and 
the like. The amendment also authorizes use of such accomoda- 
tions on jet planes, including payment of surcharges when the 
total cost, including surcharge, is less than the cost of the ac- 
commodations authorized on propeller-type planes. 











H. Edward Breen 


Current Publications 


BOOKS AND PAMPHLETS 


Municipal Finance, ‘Financial Administration of Centralized Depart- 
mental Services,” 32 (May 1960) 150-180. $0.50. 


The entire May issue of the periodical Municipal Finance is devoted 
to the centralization of departmental services of various cities such as 
Wichita, Kansas, Peoria, Illinois, San Antonio, Texas, and others. 

The articles discuss the functions centralized, general guidelines 
employed, and the accounting and other procedures necessary to ad- 
minister the centralized services. 


Sweeney, Daniel L. Accounting for Stock Options. (Michigan Busi- 
ness Studies, Vol. XIV, No. 5.) Ann Arbor, Mich. School of Business 
Administration, University of Michigan, 1960. 228 pp. $5.00. 


“The significant increase in the number of stock option plans adopted 
after 1950 is well known. Because of the prevailing methods of account 
ing disclosure, however, the motives for the use of these plans have 
not always been clear, nor has the impact of the option grants on the 
corporate entity and its owners been understood. 

“This work brings together material on stock option plans from 
1940 through 1955; included are the leading court decisions on the 
legality and income tax treatment of stock options, and the rulings of 
governmental agencies and authoritative professional groups. ... 

“The author believes that adverse feeling toward the granting corpo 
rations may arise when the stock option transaction is not clearly 
understood. He contends that the co-ordination of plan provisions and 
accounting for services cost set forth in this work will answer the 
current criticisms of stock option plans.” 
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Tenner, Irving, and Edward S. Lyn. Municipal and Governmental 
Accounting. Englewood Cliffs, N.J.: Prentice-Hall, 1960. 625 pp. 
$8.50. 


The fourth edition of this book contains numerous changes which 
emphasize areas in which the federal accountant is interested. The 
emphasis upon accounting as a part of the total budget process and 
an overview of the organizational and political backgrounds of the 
financial process are current approaches to education and training of 
importance to all those concerned with governmental accounting. 


ARTICLES 


Bastable, Charles W. “Business Games, Models, and Accounting,” 
Journal of Accountancy, 109 (March 1960), 56-60. 


“Business games are attaining increasing popularity as a method of 
training executives in decision-making. Professor Bastable suggests that 
similar models may be constructed which can be useful in evaluating 
the application of an accounting principle or method. As he points out, 
model-building is just another way of describing a reasoning process 
commonly applied by accountants. Models useful in developing con- 
cepts with respect to interim measurement of income and examining 
the propriety of income normalization are developed to illustrate the 
possibilities of this technique.” 


Bauer, F.G. “Principles of Statistical Sampling as Applied in Internal 
Auditing,” Internal Auditor, 17 (March 1960), 9-20. 


_ The author states that “the purpose of this article is to provide the 
basic and fundamental principles of statistical sampling that may be 
applied to internal auditing. Statistical sampling is not a panacea to 
end test-check problems. Like any other audit tool, it may be used only 
to supplement the internal auditor’s common sense, judgment, ana- 
lytical ability, and imagination. Its application, particularly in the 
initial stages, challenges his ingenuity.” 

The author examines “‘statistical” sampling versus “judgment” sam- 
pling, defines the population, and discusses determining sample sizes, 
random number tables, and systematic sampling. 


Beckett, John A. “Issues at the Heart of the 1961 Federal Budget,” 
The Controller, 28 (Feb. 1960), 68-71, 92. 


“With the fiscal year of 1960 having five months to run, it appears 
that outlays by the Federal Government for the year will be about 
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$78.4 billion. This means that a surplus of slightly more than $200 
million will be attained. Taking up key components of the 1961 federal 
budget one by one, the assistant director of the Bureau of the Budget 
explains why and how a substantially greater surplus will be sought 
for the fiscal year beginning next July 1.” 


Blough, Carman G. “Responsibility to Third Parties,” Journal of 
Accountancy, 108 (May 1960), 58-65. 


“The auditor’s resonsibility to third parties is considered in terms 
of his independence, the significance of the wording of his opinion, 
and his legal position. While emphasizing the necessity for denying an 
opinion under appropriate circumstances, the author suggests that 
there is no reason why the denial should be so worded as to imply 
that no reliance can be placed on the financial statements, or on the 
work actually done by the auditor.” 


Catlett, George R. “Relationship of Acceptance to Accounting Prin- 
ciples,” Journal of Accountancy, 109 (March 1960), 33-38. 


“If accounting principles must be ‘generally accepted’ before they 
are considered acceptable, how can there ever be change or improve. 
ment? What degree of acceptance is required, and by whom? After 
giving his views on these questions the author suggests that emphasis 
should be changed from general acceptance to soundness of accounting 
principles, with acceptance following as a matter of course.” 


Daniels, Howard M. “Integrating Profit Control and Financial Plan- 
ning,” The Controller, 28 (March 1960), 106-111. 


The author has developed an administrative device to assure detailed 
simultaneous control of the operating statement and the balance sheet. 


Denby, Earl W. “A Five-Year Shift to EDP: The Stages and Prob 
lems,” The Controller, (March 1960), 114-118. 


The author describes his company’s change-over from manual to 
electronic data processing on a step-by-step basis, with a pertinent 
discussion of the human difficulties met in the change-over. 


Griffin, Charles H. “The Accountant’s Interpretive Job: How Far 
Should It Go?” The Controller, 28 (Feb. 1960), 72-74. 


“Financial reports of recent date, with their plethora of charts, diz 
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grams, and other illustrations, make it plain that the accountant is 
giving much attention today to interpretation.” 

The author discusses data important to decision making, historical 
analyses, projective interpretation, and communication of interpreted 
data. He concludes by stating that “the accountant has derived benefit 
from and has been directed by an orthodox methodology in his record- 
ing processes; he has been guided helpfully by regulatory agencies, 
professional societies, and established conventions in his reporting 
function. However, he has been given comparatively little aid in deter- 
mining the extent of his responsibility to management in interpretive 
internal reporting. Measurable benefit might well accrue from a de- 
limitation of the scope of this important function.” 


Griffin, Charles H., and Thomas H. Williams. ‘Measuring Adequate 
Disclosure,” Journal of Accountancy, 109 (April 1960), 43-48. 


“From an extensive examination of SEC rulings and decisions, many 
of which are cited, the authors derive some general conclusions as to 
the extent and type of disclosure which the SEC expects in connection 
with public issues. With this as background, they suggest a number 
of criteria which accountants should consider in evaluating the ade- 
quacy of disclosure in any financial statement.” 


Hoover, J. Edgar. “The Accountant’s Role in the FBI,” Journal of 
Accountancy, 109 (May 1960), 36-40. 


“Check kiting, bank embezzlements, frauds by government con- 
tractors, bankruptcy frauds and a variety of civil investigations are 
undertaken by Special Agent Accountants. Over seven hundred of them 
are employed in the Bureau. While all must become qualified to handle 
any type of investigation, and to handle a gun if necessary, accounting 
is one of the chief weapons used by the FBI in combating crime. Many 
of its investigations are quite similar to professional audits.” 


Jordan, Raymond B. “Know Your Government Contracts,” N.A.A. 
Bulletin, 41 (March 1960), 43-52. 


“Not only the thumb-nail sketch of the characteristics of the various 
types of contracts, given by the present author, but also his exposition 
of the scope of contract negotiations will be serviceable to those entering 
this field for the first time. The paper is supplemented by illustrative 
examples of price and profit computations.” 
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Kempner, Jack J. “A New Look at the Classification of Inventories,” 
Accounting Review, 35 (April 1960), 264-271. 


The author raises the question, “Is there an irrefutable law that 
requires inventories to be included with the current assets or is there 
perhaps some justification for questioning the validity of this classi- 
fication?” In the article the author states that “an attempt will be made 
to explore the possibilities of reclassifying inventories in the belief that 
some of the issues involving valuation will thereby be minimized.” 

Mr. Kempner goes on to propose ‘“‘an objective study of our present 
treatment of inventories and urge that we ask ourselves honestly 
whether the conventional classification of inventories is the best possible 
choice or one which we accept through force of habit?” 


Mitchell, William E. “Cash Forecasting: The Four Methods Com. 
pared,” The Controller, 28 (April 1960), 162-166, 194. 


This article provides ‘a fresh look at the basic means of forecasting 
future cash requirements in the face of national shortages.” 

The author discusses the cash receipts and disbursement method, 
the balance sheet projection method, the adjusted earnings method, 
and the working capital extrapolation method. 


Moonitz, Maurice. “The Changing Concept of Liabilities,” Journal 
of Accountancy, 109 (May 1960), 41-46. 


“A lack of agreement on what constitutes a liability is evident from 
the different treatment of similar items in published statements and 
the various definitions that have appeared to date. The author has 
developed four characteristics of liabilities as a basis for establishing 
an accounting definition that will result in more uniform treatment 
and facilitate analysis of new situations. A variety of items currently 
shown as liabilities in published statements are analyzed in terms of 
the proposed characteristics. In the author’s opinion, a few of the items 
should not be treated as liabilities.” 


Morgan, John B. “Off-Site Cost Control,” N.A.A. Bulletin, 41 (May 
1960), 73-82. 


“Some interesting organizational and operating patterns have been 
developed in the relatively new area of establishing and performing 
cost control at off-site base operations in the ‘ever-expanding field of 
missilery.’ The very nature of these operations requires somewhat 
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peculiar organization of cost control. So far as the experience of a 
company, presented in this article, discloses, the challenge has been 
readily met.” 


Ruggles, Robert W. “Humanizing Staff Relations,” Journal of Ac- 
countancy, 109 (April 1960), 62-65. 


“For the past three years, the California Society of CPAs has spon- 
sored personnel conferences for the benefit of members. The conferences 
have produced not only valuable comments from speakers outside the 
profession, but also interesting discussions of personnel policy and 
practice among the CPAs who participated. The conference speakers 
last year outlined the relationship of an underlying philosophy of 
personnel practice to problems in dealing with an accounting staff. In 
their opinion, as reported in this article, the professional development 
of people in the firm is even more important than careful staff 
selection.” 


Sharaf, Hussein A., and R. K. Mautz. “An Operational Concept of 
Independence,” Journal of Accountancy, 109 (April 1960), 49-54. 


“The most commonly used test of an auditor’s independence is 
whether or not he has any financial interest in the client’s affairs. 
Mental attitude is also recognized as an important ingredient in in- 
dependence, but is difficult to evaluate. The authors suggest that the 
concept of independence can be strengthened and clarified by a con- 
sideration of factors affecting the performance of the auditor’s work. 
As a significant analogy, they cite a number of court cases bearing on 
the question of whether a so-called ‘independent contractor’ is in fact 
independent, or in reality has the status of an employee. Three opera- 
tional tests are proposed: programing independence, investigative 
independence, and reporting independence. A detailed analysis of each 
of these factors is offered to assist the auditor in making an honest 
assessment of his own independence in each engagement.” 


Smith, Arthur H. “Reporting to Management—New Frontiers for 
the 1960's,” N.A.A. Bulletin, 41 (May 1960), 59-66. 


“Advanced tools and techniques, such as electronic computers, in- 
tegrated data-processing, operations research, etc., have tremendously 
increased capabilities in the area of reporting financial data to man- 
agement. The author not only emphasizes their actual impact on 








84 THE FEDERAL ACCOUNTANT 


accounting information and its presentation to management but also 
points out how the accounting profession can meet the challenge they 
represent and make full use of its new opportunities.” 


Trueblood, Robert M. “Operations Research—a Challenge to Ac. 
counting,” Journal of Accountancy, 109 (May 1960), 47-51. 


“Operations research, simply defined, is a scientific approach to the 
solution of management problems. It is not a substitute for judgment, 
but it can contribute to better management decisions by eliminating 
some of the guesswork. It will affect not only auditing, but also the 
nature of the information which accounting provides to management, 
and management advisory services. It offers an opportunity for ac. 
countants to increase their services, and also a danger that their area 
of influence may be narrowed if they do not rise to the opportunity.” 


Weidenbaum, M.L. “Measures of the Government Spending Process,” 
Accounting Review, 35 (April 1960), 238-245. 


“This paper examines the availability of series on the various stages 
of the Federal Government spending process and the problems involved 
in filling the major gaps. The concern with data on the various stages 
of the process arises from the possibility that, under various circum- 
stances, each stage of the process can exert an important impact on 


economic activity. There are four major stages of the Federal Govern- | 


ment spending process and this article deals with each: (1) the granting 
of appropriations and other types of new obligational authority by the 
Congress, (2) the placement of contracts and incurrence of other budget 
‘obligations’ by Federal Agencies, (3) the production on the govern- 
ment orders, and (4) the payment by the Federal Government.” 


White, Robert H. “Municipal Budgets,” Journal of Accountancy, 
109 (April 1960), 55-61. 


“A well-conceived budget will establish a definite goal, indicate 
_ changes necessary to achieve this goal, outline fiscal policy, provide 
a means of controlling revenue and expenditures and may even pro- 
mote interdepartmental co-operation. Listing five major parts of the 
budget document, the author offers specific suggestions for overcoming 
the difficulties involved in estimating revenues and expenses. While 
this article is based upon experiences in one state, the general principles 
are applicable to municipalities anywhere in the country.” 
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Book Review 


Morris, James Slonim. Sampling in a Nutshell. New York: Simon 
and Schuster, 1960. 145 pp. $3.50. 


Sampling in a Nutshell is an expansion and revision of the original 
publication of the same title published by the Directorate of Statistical 
Services DCS-Comptroller, Headquarters, United States Air Force. The 
original booklet was read and used by a great many people, in and out 
of the government, who wanted an introduction to sampling. The new 
book has several new chapters added, with some expansion and re- 
arrangement of the original chapters. 

Sampling in a Nutshell describes the process of sampling rather than 
explaining how to make a sample. Its purpose is “for indoctrinating 
business executives and the general public in the basic principles and 
potential value of this statistical discipline [sampling].” The chapters 
include “Steps in a Sample Survey,” “Sampling and Nonsampling 
Errors,” “Some Applications of Sampling,” “Sampling of Accounting 
Data,” “Polls, Prognosticators and Program Ratings,” “Simple Random 
Sampling,” “Stratified Sampling,” “Cluster Sampling,” ‘Systematic 
Sampling,” “Interpenetrating Replicate Subsamples,” “Other Sampling 
Methods,” “Estimating Procedures,” “Size of Samples,” “Quality 
Control,” “Acceptance Sampling,” and “Some Case Histories.” Those 
who may have read the original booklet can.see that such new topics 
as “Steps in a Sample Survey,” “Some Applications of Sampling,” 
“Sampling of Accounting Data,” “Polls, Prognosticators and Program 
Ratings,” “Size of Samples,” “Quality Control,” “Acceptance Sam- 
pling,” and “Some Case Histories” have been added as new chapters. 

The book is relatively easy to read and is technically sound. All 
that is needed to understand the mathematics in the book is arithmetic 
or, at the most, high-school algebra. Several pages of “figures” given 
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for illustrative purposes, however, require diligent study in order to 
understand the description of sampling. The book also is enlivened 
with cartoons. 

Sampling in a Nutshell describes the most commonly used sampling 
procedures and techniques very well. One cannot expect, however, to 
become an expert in the application of sampling techniques by read. 
ing a descriptive book. But one can obtain a fairly good idea of what 


is accomplished through sampling methods, and the book should lay} 


the groundwork for anyone who is interested in further study of the 
subject of sampling. 
LEO HERBERT 


Office of Staff Management 
United States General Accounting Office 
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Bruning Copyfiex copying machines do more to 
speed and simplify accounting paperwork than any 
other paperwork machine on the market. 
. Copyfiex flexibility lets you reproduce, from one 
worksheet or form, any series of comparative, 
lative, or lidated reports and schedules. 
You write or type information once on the original 
form, add or change information whenever de3ired, 
make up-to-date Copyfiex copies at any point for 
distribution. No clerical retyping or rewriting of 
repetitive data. No proof-reading. No copying errors, 
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Accounting Reports Out — Days Earlier! 
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Copyflex will fit in with any forms of electronic 
data pr ing equip t you are now using. 
Whether it’s a multiple-part continuous form or a 
snap-out set you simply include a translucent part 
which can be used by Copyflex to reproduce addi- 
tional copies. 

Copyflex gives you sharp, black-on-white copies 
(color-coded if desired) for as little as a penny each 
for materials for letter-size. A small Copyflex 
machine costs no more than a standard typewriter. 
You have everything to gain by mailing the coupon. 
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Charles Bruning Co., inc. Dept. 9-P 

1800 Central Rd., Mt. Prospect, Iilinois 

Offices in Principal U.S. Cities 

in Canada: 103 Church St., Toronto 1, Ontario 
Please send me more information on Copyflex ft 

Accounting. 








Name Title 
Company 
Address 





City County. 


































Executive Committee of the Federal 


Government Accountants Association 


President: Raymond Einhorn, National Aeronautics and Space Administra- 
tion, Washington, D.C. 


First Vice-President: James H. Rogers, General Accounting Office, Phila- 


delphia 


Second Vice-President: Theodore A. Hoffmann, Army Audit Agency, San 


Antonio 


Third Vice-President: John C. Cooper, Jr., Department of Agriculture, Wash- 


ington, D.C. 


Immediate Past President: Laurence W. Acker, Department of Defense, Wash- 


ington, D.C. 


Past President: Harry J. Trainor, Federal Power Commission, Washington, 


D.C 


Executive Secretary-Treasurer: Martin C. Powers, Washington, D.C. 


Chapter 


Anchorage 
Atlanta 
Baltimore 
Boston 

Bri 

Canal Zone 
Chicago 
Cincinnati 
Cleveland 
Columbus 
Dallas 


Detroit 
Frankfurt a/M 
Huntsville 
Kansas City 
Los Angeles 
Minneapolis 
New Orleans 
New York 
Omaha 
Philadelphia 
Portland 
Rome 

St. Louis 

Salt Lake City 
San Antonio 
San Francisco 
Seattle 
Toledo 

Tokyo 
Washington 





Member 
Leland P. Draney 
Glenn A. Fast 
Kenneth N. Worden 
Walter C. Wolk 
Stanley Sulzycki 
Arthur J. O’Leary 
G. H. Tuepker 
John T. Barber 
John Bacigalupi 
William H. Patton 
Thomas J. Maher 
Philip J. Blattau 
Ferdinand V. Gilbert 
Gayle B. Knapp 
John A. Busardo 
John L. 
Earl Holderbaum 
Louis A. Coutu 
Alden M. Peterson 
Robert J. S. LaPorte 
Martin I. Loewy 
Wilfred W. Bahle 
Milton J. Savar 
H. R. Weissenborn 
Hans J. Pechner 
Gerald M. Zelenak 
Leslie D. Marsell 
Kenneth W. Rich 
Gilbert E. Kufahl 
Burson A. Thompson 
Harry Goffe 
Ivan W. Jennings 
Alfred R. Golze 





Agency 
Department of the Interior 
Department of Agriculture 
Bureau of Customs 
Air Force Auditor General 
Army Audit Agency 
Panama Canal Company 
General Services Administration 
Post Office Department 
General Accounting Office 
Army Audit Agency 
Army Audit Agency 
Air Materiel Command 
Department of Air Force 
Army Audit Agency 
Army Audit Agency 
Military Air Transport Service 
Navy Department 
Navy Department 
Internal Revenue Service 
General Accounting Office 
Army Audit Agency 
Army Corps of Engineers 
Army Signal Corps 
Department of Agriculture 
Air Force Auditor General 
Army Ordnance 
Department of the Army 
Air Force Auditor General 
Air Force Auditor General 
Air Force Auditor General 
Treasury Department 
Army Audit Agency 
Department of Interior 

















